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do so many jobs so well 


ie, 


Pioneer Zephyr. Remember 1934 when the Burlington Zephyr 
made its famous Denver to Chicago run? It maintained an 
average speed of 77.61 mph, an unprecedented feat at the time. 
This train is still in service after 20 years, and it has rolled 
up an awesome 2.8 million mile record. The Stainless Steel 
exterior is still as bright and gleaming as the day it was built. 


Sleep Of The Innocent. No one can sleep 


with the warm, untroubled peacefulness of a 
baby. To an insomniac, a deep sleep is the 
greatest luxury on earth. And mark this: the 
softest thing you can sleep on is steel. USS 
Premier Spring Wire is specially made for a 
good night’s rest, and you’ll find it in the most 
famous brands of mattresses. 


This trade-mark is your guide to quality steel 





teel 
went into the framework of this Pruden- 
tial Life Insurance Company building 
in Chicago. Every pound of steel in the 
600-foot skeleton was fabricated and 
erected by United States Steel. 


SEE THE UNITED STATES STEEL HOUR— 
presented every other week on TV. 


A Quarter Ton Of Glass must be supported 


by the sash in this convent-school. The sash is 
double glazed with stained glass on one side, 
clear glass on the other. Because of the great 
weight, and the high winds in the area, the 
authorities chose steel windows because they 
are so strong. For many years, United States 
Steel has furnished special rolled steel window 
sections for manufacturers all over the country. 


UNITED STATES STEEL 


For further information on any product mentioned in this advertisement, write United States Steel, 525 William Penn Place, Pittsburgh 30, Pa. 


AMERICAN BRIDGE . . AMERICAN STEEL & WIRE and CYCLONE FENCE . . COLUMBIA-GENEVA STEEL . . CONSOLIDATED WESTERN STEEL . . GERRARD STEEL STRAPPING . . NATIONAL TUBE 
OIL WELL SUPPLY .. TENNESSEE COAL & IRON . . UNITED STATES STEEL PRODUCTS . . UNITED STATES STEEL SUPPLY . . Divisions of UNITED STATES STEEL CORPORATION, PITTSBURGH 


UNITED STATES STEEL HOMES, INC. + UNION SUPPLY COMPANY + UNITED STATES STEEL EXPORT COMPANY © UNIVERSAL ATLAS CEMENT COMPANY 
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Cover Picture . . . Vancouver airport, with 
the city and the Coest Mountains in the 
background, whence, on June 3, Canadian 
Pacific Railway inauguarated its direct air 
service to Amsterdam over the polar route. 
The Company already flies to South Amer- 
ica and the Orient . . . Aviation occupies 
a foremost position in Canada especially be- 
cause of the inaccessibility of much of its 
3.8 million square miles. In 1920 Imperial 
Oil, Ltd., experimented with frontier flying. 
More recently the north country of Alaska 
and Canada has been mapped by the 
cameras of the U.S.A.F. and the R.C.A.F. 
The Knob Lake, Labrador, iron ore devel- 
opment was surveyed from the air. Ex- 
ploration teams in 1954 went into British 
Columbia, Saskatchewan and Manitoba. 
Thousands of square miles above the 60th 
parallel are believed to contain great de- 
posits of valuable ores. This year aerial 
and ground parties will study a group of 
Arctic islands using the airborne mag- 
netometer in search of potential oil and 


mineral sources. — 
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PROPERTY 
IN CANADA 


The appointment of National 
Trust Company as ancil- 
lary administrator expe- 
dites the realization 
and transfer of 
American owned 
property in 
Canada. 


Enquiries Invited 


National 


Trust 


COMPANY 


LIMITED 





20 King Street East 
Toronto, Canada 


Montreal Hamilton Winnipeg 
Edmonton Vancouver Victoria 
Calgary 





Assets Under Administration 


$392,000,000 
Annual Report on Request 





icieeiemmtemess 











A 


Canadian 
Trust 
Comp any Established 1882 





TRUSTEE 
FOR BOND ISSUES 
TRANSFER AGENT e REGISTRAR 
EXECUTOR & TRUSTEE 
MORTGAGE LENDING AGENT 


INVESTMENT MANAGEMENT 











We invite'yeur inquiries The 
Toronto 
General Trusts 
Corporation 


HEAD OFFICE: 253 BAY STREET, TORONTO 


MONTREAL OTTAWA WINDSOR WINNIPEG REGINA 
SASKATOON CALGARY EDMONTON VANCOUVER 
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CANADIAN TRUST COMPANIES ADMINISTERED 
$4,393,348,000 in estates, trusts and 
agencies at the end of 1954, as well as 
guaranteed funds of $523,903,000. The in- 
crease for the year in estates, trusts and 
agencies was $281,348,000 and in guaran- 
teed funds $145,306,000. These figures 
were quoted by Gordon F. Harkness, general 
supervisor, Montreal Trust Co., Montreal, 
at the annual meeting of the Trust Com- 
panies Association of Canada of which he 
is president. The proceedings of this or- 
ganization and the Ontario Association are 
reported in this issue (page 468). 


FORD MOTOR-UAW CONTRACT SETTLEMENT sets 
new pattern in unemployment benefits, with 
company payments supplementing state un- 
employment grants to bring first four 
weeks to 65% and following 22 weeks to 60% 
of normal take-home pay. The Union's de- 
mand for the GAW resulted, in President 
Reuther's words, in obtaining "half a 
GAW" which the Company terms "Supple- 
mental unemployment benefits." The com- 
promise has the virtue of being financed 
from two funds to be accumulated by con- 
tributions based upon hours worked, rather 
than a blanket company obligation to pay 
all idle workers full salaries. (For ap- 
praisal of effects see page 504.) 


BOTH INDUSTRIAL AND RAILROAD STOCK AVER- 
AGES CLOSED ON JUNE 7TH AT NEW HIGHS of 
434.55 and 161.42, respectively, with the 
3,410,000 share turnover the best since 
March 30th. With the Ford Motor settlement 
having set a pattern for the General 
Motors talks and the steelworkers asking 
a boost, not to mention other important 
labor-management negotiations in coming 
weeks, the market seems to have faced up 
to the implications of higher costs and 
consumer prices. How much of this appar- 
ently confident public attitude responds 
to belief in a continuingly profitable, 
high-level rate of business activity and 
how much to inflationary factors, it is 
impossible to say; probably both have a 
part in the picture. 
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LEGISLATION ROUND-UP: Since last month's 
report (see p. 378) additional laws of 
more than local significance have been en- 
acted. Changes in the effects of the mari- 
tal deduction on proration of the estate 
tax and the spouse's elective share have 
been made in Arkansas and New York; an in- 
crease in executors’ fees has been voted 
in California; stimulus to use of so- 
called pour-over wills has been provided 
by statutes in Illinois and North Carolina 
which remove any doubt as to the validity 
of incorporating a living trust, whether 
revocable and amendable or not, into a 
will; Maine has followed Massachusetts in 
revising its common law rule against per- 
petuities; that rule has been made inap- 
plicable to pension plans in Minnesota and 
Tennessee; common trust funds have been 
authorized in Missouri (where they have 
been until now operated under sanction of 
court decision), Montana and North Dakota, 
leaving only Iowa, Rhode Island and South 
Carolina without permissive legislation; 
South Dakota has been added to the list of 
States following the prudent man rule of 
trust investment, making the total 37 
States, District of Columbia and Hawaii in 
which the full or partial rule is in 
force. (For further details see page 548.) 


BIGGEST TAX CUT SINCE 1949 — in CANADA 
— goes into effect July 1, giving the 
majority of tax-payers a reduction of 
about 12%, top brackets about 3%. In the 
face of an unexpected Dominion deficit, 
largely due to wheat failures and trade 
restrictions, the Liberal party is follow- 
ing its policy of high taxes to create a 
surplus in good times and lower taxes to 
Stimulate consumer buying and investment 
in poor times. Coincidentally, the Social- 
ist party is discussing reintroduction of 
proposal for provincial income taxes, both 
personal and corporate. 


PENSION AND OTHER EMPLOYEE TRUST FUNDS 
administered by national banks may now be 
invested collectively without complying 
with the provisions of Federal Reserve 
Regulation F section 17 governing common 
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trust funds. There are two provisos in 
this amendment to section 10 of Regulation 
F, effective June 13: the trust must be 
exempt from Federal income taxes and the 
collective investment specifically author- 
ized by the trust instrument or court 
order. Pension and similar trusts may con- 
tinue to be invested in common trust funds 
pursuant to and in conformity with the ex- 
isting provisions of Regulation F section 
17. A footnote declares that the amendment 
is not intended to confer exemption from 
Federal income taxation under section 584 
of the Internal Revenue Code. 


A BILL TO INCREASE EXECUTORS' FEES in 
New York for the first time Since 1923 was 
vetoed by Governor Harriman with the com- 
ment that it was passed without public 
hearings or discussion. This observation 
came aS a Surprise to some trustmen who 
remarked that legislation of this kind has 
not in the past been considered a subject 
for such hearings. The bill, which also 
raised trustees commissions, will be re- 
introduced next year after conference with 
the Governor's counsel. 


"CONSUMERS" RATHER THAN LABOR UNIONS may 
become the major political force to be 
reckoned with in the future. Commenting 

on the recent "utterly unsuccessful 

strikes or strike-threats on the British 
docks and in the bus garages and rail- 
yards," and of the "Communist assault on the 
hewSpapers," the London Economist remarks 
the turning of public opinion against the 
strikers. In a Gallup poll, 52% expressed 
the opinion that Government had not been 
firm enough in handling wage claims, while 
nly 153% said they were handled too firmly. 
48% of Labour supporters expressing a 
definite opinion wanted a firmer policy, 
and only 23% favored complaisance with 
higher wage demands. The holiday railroad 
Stoppage is not likely to better the pub- 
lic temper. The paper praised the sugges- 
tion of Chancellor of the Exchequer But- 
ler that the cases where strikes are de- 
liberately fomented "will have to be drawn 
lore forcibly to the attention of the 
Country." 


TRUST EXECUTIVES ARE BANK DIRECTORS in 
relatively few of the nation's more than 
2,000 banks with active trust departments. 





the heads of only two of 24 trust depart- 
nents in New York City sit on the board, 
mly one of 15 in Philadelphia, only three 
f 26 in Chicago. Boston with five of 

tight and Wilmington with three of four, 
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rank highest of the cities. Of 76 full- 
time trust departments in Ohio 34 were 
represented on their directorates, but 19 
of these by virtue of combined titles of 
president or executive vice president... 
Many presidents now are former trustmen, 
but the fact remains that the great ma- 
jority of trust departments do not have a 
direct voice for their highly important 
responsibility and unique operating prob- 
lems on the top policy echelon, other than 
through trust committee directors. 


TRUST FUNDS — FOR AVERAGE FOLKS, TOO, 
the Kiplinger magazine Changing Times 
points out in its June issue article under 
that title. How they help in planning 
finances and family protection and serve a 
variety of purposes is spélled out in 
terms appropriate to the many who think 
trust funds are just for the rich. Stress-= 
ing the flexibility and living usefulness 
of trusts, the article also explains how 
the Common Trust Fund makes it possible to 
provide economical service for bona-fide 
purposes. 





A NEW METHOD OF INVESTMENT EDUCATION was 
inauguarated last month in New York by 
Merrill Lynch, Pierce, Fenner & Beane in 
cooperation with eight businesses and or-= 
ganizations of national status. A "How to 
Invest Show" occupied the 71st Regiment 
Armory for a week, combining dioramas, 
operating models, puppet shows, movies and 
still exhibits, as well as printed litera- 
ture and plenty of attendants to answer 
questions (see page 480). 


EXTENSION OF FEDERAL REGULATION TO UN- 
LISTED STOCKS may result from legislation 
just introduced by Senator Fulbright as 
sequel to his Committee hearings. Holders 
of these securities would then receive 
more complete information on corporate 
matters, details involving proxy solicita- 
tion and activities of officers and major 
stockholders, matters now treated in wide- 
ly different ways, dependent upon manage- 
ment philosophy. 


SIX COMMON TRUST FUNDS are now under 
operation in Ontario under the legislative 
approval of that province. Five trust com- 
panies have established such funds for 
restricted investments, and one of these 
has also a fund for discretionary invest- 
ments for trusts having wider investment 
authority. The total amount in these funds 
is $8,086,000 with individual funds vary- 
ing in size from $754,238 to $2,576,732. 
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Mid-Continent Trust 
Conference Committees 
Named 

Charles W. Hamilton, vice president 
and trust officer, The National Bank of 
Commerce of Houston, has been named 
chairman of the General Arrangements 
Committee for the 24th Mid-Continent 
Trust Conference of the Trust Division 
of the American Bankers Association, 
to be held in the Rice Hotel, Houston, 
November 3 and 4. The Corporate Fi- 
duciaries Association of Houston will 
be hosts to the Conference. Other com- 
mittee chairmen are: 


Advisory: P. B. (Jack) Garrett, pres- 
ident, Texas Bank & Trust Co., Dallas 
(Honorary) and O. R. Weyrich, presi- 
dent, Houston Bank and Trust Co. 


Program: George M. Irving, vice 
president and general trust officer, Sec- 
ond National Bank, Houston. 


Publicity: Carroll D. Simmons, vice 
president and senior trust officer, First 
National Bank in Houston. 


Finance: O. E. Boulet, trust officer, 
National Bank of Commerce, Houston. 


Hotel: Ross P. Bennett, vice president 
and trust officer, Houston Bank and 


Trust Co. 


Registration: Fred P. Hamill, vice 
president and trust officer, City National 
Bank, Houston. 


Entertainment: Thomas D. Anderson, 
vice president and trust officer, Texas 
National Bank of Houston. 


Ladies: Mrs. Homer E. Henderson. 


AAA 


Ohio Trust Conference Held 


Cleveland was the scene of the annual 
conference sponsored on May 11 by the 
Trust Committee of the Ohio Bankers 
Association. No significant trust legis- 
lation had been enacted to that date, 
according to David W. Putnam, vice 
president and trust officer of City Na- 
tional Bank and Trust Co. of Columbus, 
reporting in behalf of the Association’s 
assistant general counsel Kenneth Petri 
who was following legislative matters. 


Lawrence G. Knecht, Cleveland law- 
yer, discussed the potential liability of 
fiduciaries under direction trusts. Cur- 
rent aspects of profit-sharing trusts were 
covered by Joseph Daoust, of Morss, 
Seal and Daoust, Detroit. 


Corporate trustees’ investment think- 
ing is only slightly affected by current 
stock market outlook, with when to buy 
subordinated to what to buy, in the 


466 


opinion of C. E. Brandriff, assistant 
vice president, The First National Bank 
of Chicago. An institutional investment 
policy is more of a moving average 
of fairly long duration involving shifts 
in composition, selection of favored in- 
dustry groups and, finally, companies 
in those groups. Mr. Brandriff men- 
tioned the practice of consulting with 
his institution’s divisional loaning off- 
cers in the last stage because of their 
close knowledge of specialized fields, 
thereby allowing the investment analysts 
to check their independent findings. 


Mr. Brandriff pointed out the rapid 
shifts in consumer preferences of recent 
years through research and technologi- 
cal progress, with their influence upon 
investment problems. Based upon a sur- 
vey of the last nine months of 1954, his 
institution’s purchases have been largely 
concentrated in_ utilities, oils, foods, 
building, finance, paper, chemicals 
steels and electric products, in that order 
of preference. In the bond groups, Gov- 
ernment yields have bettered, while mu- 
nicipals are still quite high in compari- 
son with former years but here quality 
must be watched as large service de- 
mands raise the per capita debt. Corpo- 
rate bonds have risen somewhat since 
early 1954 and may still improve a bit 
more. 








FIRST PARTICIPATING CERTIFICATE 


Charles E. Treman, Jr., vice president of 
Tompkins County Trust Co. of Ithaca, re- 
ceiving Certificate #1 of the Bank Fiduciary 
Fund from (right) Hollis B. Pease, assistant 
vice president of The Hanover Bank, New 
York, the Fund’s manager-custodian. Tomp- 
kins County Trust made the largest invest- 
ment when this new vehicle for participa- 
tion by New York banks in behalf of their 
trust accounts was made available on April 
29. Presentation was made at May 20th meet- 
ing of Group III, Trust Division, New York 
State Bankers Association, at Elmira. 


New Canadian Trust Company 


Formed 

A new trust company has been 
started in Oakville, Ontario, Canada— 
the First Trust Company to be incorpo. 

~=>* rated by the Prov. 
ince of Ontario 
since 1928. Known 
as the Halton § 
Peel Trust & Say. 
ings Co., named 
after the counties 
which it serves, it 
is located midway 
between Toronto 
and Hamilton in an area which is hay. 
ing one of the greatest industrial devel: 
opments in Canada. 

O. E. Manning, formerly with Canad: 
Permanent Trust Co., Toronto, one time 
president of the Trust Companies Asso- 
ciation of Ontario, and recently manag. 
ing director of the Trust Corporation 
of Bahamas, is the spark behind the 
new enterprise. Associated with Mr. 
Manning, who is vice president ani 
general manager, are the following off. 
cers: A. S. Nicholson, president; J. A. 
Roberts, C. A. Martin, vice presidents: 
and A. McMillan, secretary-treasurer. 

A A A 
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Insured Pension Plans 


Over 17,000 


Insured pension plans in force with 
life insurance companies numbered 17, 
280 at the end of 1954, according to 
the Institute of Life Insurance. The 
number of persons covered under these 
plans was 3,915,000. 

The majority of the persons covered 
under insured pension plans were patti- 
cipants in deferred annuity group ar- 
nuity plans. There were 3,410 such 
plans in force at year-end, covering 
2,350,000 persons. Deposit administra- 
tion group annuity plans, numbering 
760, accounted for 835,000 persons. 
These two types of group annuities cov- 
ered 81% of the participants in insured 
pension plans. 

Individual policy pension trusts, usu: 
ally issued on smaller groups, were 
11,550 in number and covered 455,000 
persons. The other insured pension 
plans, including group permanent plans 
providing income at retirement, totalled 
1,560 with 275,000 participants. 

Reserve funds on all insured pension 
plans amounted to $9,800,000,000 at 
the end of 1954, Premium income under 
these plans in 1954 totalled $1,325,000,- 
000, approximately 80% of which was 
paid by employers. Annual retirement 
income was $1,625,000,000. 
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Creative 
Banking 


. the vision to see, 


the background to understand, 


and the will to act. 


These are the things we try to have 
constantly available to you at the Harris Bank. 
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= Organized as 
N. W. Harris & Co., 1882 


HARRIS Trust @= sme 
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115 W. MONROE STREET CHICAGO 90 


Member Federal Reserve System .. Member Federal Deposit Insurance Corporation 
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Trusteeship in Canada 


TRUST COMPANIES ASSOCIATIONS MEET WITH 
OPTIMISTIC VIEW OF OPPORTUNITIES 


HE 3RD AND 23RD ANNUAL MEETINGS, 
T respectively, of The Trust Com- 
panies Associations of Canada and of 
Ontario, were held at the Royal York 
Hotel in Toronto on April 28. J. Allyn 
Taylor, joint general manager of The 
Canada Trust Co., London, Ont., was 
elected president of the Dominion group. 
His newly chosen fellow officers are 1st 
vice president D. G. Grant, general man- 
ager of Nova Scotia Trust Co., Halifax; 
2nd vice president A. Roy Courtice, 
assistant general manager of Toronto 
General Trusts Corp., Toronto; and the 
perennial and much appreciated secre- 
tary-treasurer W. R. Scott. 


The Ontario Association elected as its 
president C. F. Harrington, assistant 
general manager of The Royal Trust Co., 
Toronto. The new vice president is W. 
A. Bean, deputy general manager of 
The Waterloo Trust and Savings Co., 
Kitchener. Mr. Scott is also secretary- 
treasurer of this organization. 


Dominion Outlook 


The vision of those who were the 
original architects of The Trust Com- 
panies Association of Canada has been 
justified in the experience of the past 
three years, declared retiring President 
Gordon F. Harkness, general supervisor, 
Montreal Trust Co., Montreal. The As- 
sociation embraces 32 member com- 
panies operating from coast to coast, 
through more than 175 offices, he re- 
ported. While there are about 50 com- 
panies incorporated in Canada as trust 
companies, only about 40 carry on a 
general trust business. 


The trust institutions of Canada are 
well equipped with men of skill and ex- 
perience to cope with the rapidly ex- 
panding growth of trust business, Mr. 
Harkness observed. 


The potential new trust business in 
Canada is perhaps beyond conception. 
Since the last World War the economic 
growth of Canada has been phenomenal. 
Not very long ago trust companies in 
Ontario had assets under administration 
for estates, trusts and agencies of ap- 


468 


proximately $10,000,000. At the end of 
1954 trust companies in Canada had 
$4.,393,348,000 in such accounts and 
guaranteed funds of $523,903,000. The 
increase last year alone was $281,348,- 
000 in estates, trusts and agencies and 
$145,306,000 in Guaranteed funds. 
Other figures which Mr. Harkness said 
indicated new wealth and prospects of 
future business are: 
The St. Lawrence Seaway will create an 
annual benefit of $100 million 
Savings deposits in Canadian banks ex- 
ceed $5% billion 
Eight Canadian Life Assurance Com- 
panies have $8 billion on their books 
Ontario’s budget in 1955 is $750 million 
The Hon. Walter Harris expects Canada’s 
Gross National Product to reach $26 billion 
$117 millions was contributed to trusteed 
pension plans during 1953 and now total 
in the neighbourhood of $1 billion accord- 
ing to the Dominion Bureau of Statistics. 
“If our governments do not syphon 
off an unreasonable share for taxes and 
succession duties, there should be a 
great store of net wealth, which, if we 
are alert to the opportunity, will create 
an important volume of new business 
for all trust companies, the president 
continued. “What relief we may expect 
in the way of Succession Duties re- 
mains to be seen. The Brief submitted to 
the Federal Government by this Associa- 
tion was filed last December. The Min- 
ister of Finance in his Budget Speech on 
April 5th last said the new Bill was not 
ready for introduction at the present 
Session but hoped it would be ready next 
year. He has advised your Association 
that he has read our Submission and 
would see that it is given careful study 
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during the revision of the Succession 
Duty Law.” 


Mr. Harkness paid tribute to the 
late Col. Irving Rexford, president of 
Crown Trust Co., who died during the 
past year after more than 50 years of 
devoted and outstanding service to his 
company, the community in which he 
lived, and Association affairs. He was 
one of the first Presidents of the Trust 
Companies Association of Quebec, and 
one of the original founders of the 
Canadian Association. His counsel will 
be sadly missed. 


Praise was also extended to A. Roy 
Courtice of Toronto General Trusts 
Corp. for his service as chairman of the 


Educational Committee since its incep- 
tion in 1946. 


With the wealth of experience and 
ability among the members, Mr. Hark- 
ness expressed the conviction that “we 
have had a good beginning, that we will 
make progress, and working together, 
we cannot avoid success.” 


Employee Training Course 


The first report of the Committee in 
charge of the Trust Companies Em- 
ployees Training Course since it came 
under the sponsorship of the Trust Com- 
panies Association of Canada was de- 
livered by Chairman Charles A. Burton, 
public relations officer of The National 


Trust Co. Ltd., Toronto. The course, f 
inaugurated in 1946 by the Ontario f 


Association in conjunction with Queens 
University, has been revised to make it 
more practical and give it wider appeal 
to a larger number of trust personnel. 
Revision of lesson and textbook material 
has been completed with the assistance 
of sub-committees headed by John 
Millar of Canada Permanent Trust Co. 
(Trust Business I), Hal G. Soward of 
Chartered Trust Co. (Trust Business II), 
A. E. Stead of Chartered Trust Co. (Ac- 
counting) and A. B. Ramsay of Guar- 
anty Trust Co. of Canada (Elements of 
Law). Named to serve on the committee 
with Mr. Burton are: J. K. Wedlake of 
Crown Trust Co., Mr. Stead, A. C. Lang- 
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and other services to Canadian corpora- 
tions, all of which have shown substan- 
tial increase during the year. 


As a result of legislative approval 
five Ontario trust companies have “Re- 
stricted Investments” common trust 
funds while one company conducts also 
a “Discretionary Investments” common 
trust fund for trusts having wider in- 
vestment authority. The total amount in 
these funds was $8,086,000, the largest 
of the former type had $2,576,732; the 
smallest $754,238. One Restricted In- 
vestment Fund had 310 participating 
estates and trusts, and 79 investments. 


Stock Transfer Activity 


The chairman of the Stock Transfer 
Section, Bruce B. Upshall, reported that 
consultations with -the Chief Inspector, 
Security Transfer Tax, for the Province 
of Ontario were held in an attempt to 
obtain changes in the Transfer Tax Act 
and in the Regulations which would 
simplify and clarify the application of 
their provisions in our various depart- 
ments. No progress was made toward 
these objectives. In the previous year 
representations were made _ through 
counsel for the elimination of Ontario 
Transfer Tax without success. Because 
each certificate transferred must have 
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the consideration and attention of ex- 
perienced departmental clerks from a 
transfer tax standpoint the cost of audi- 
ting security transactions and collecting 
tax is high, said Mr. Upshall who is 
chief transfer officer of The Toronto 
General Trusts Corp. 


Brokers, banks and others presenting 
certificates for transfer find it difficult 
to understand why there should be dif- 
ferences in transfer requirements. These 
differences, the chairman indicated, are 
almost entirely due to varying instruc- 
tions from principal companies and 
their solicitors. A number of the mat- 
ters discussed during the past year had 
to do with the standardization of trans- 
fer procedures and some progress was 
made toward this end. 


For over a year a special committee 
of the Section has been studying trans- 
fer department costs and a recommenda- 
tion will shortly be made to the Execu- 
tive Committee of the Ontario Associa- 
tion. Joint meetings were held during 
June and December in Toronto and 
in New York with the Montreal and 
New York Stock Transfer Associations. 
The discussion of mutual problems and 
the interchange of information as to 
trends in procedures and systems assist 
in holding down operating costs. 


The heavy responsibilities assumed 
by the Ontario trust companies in their 
Transfer Departments is indicated by 
the following approximate statistics for 


1954: 


No. of stock certificates 


issued ’ 2.250.000 
No. of dividend checks 

issued 1.916,000 
Amount disbursed in 

such dividends $149,270,000 


The value of corporation bonds cer- 
tified by Canadian trust companies in 
1954 under bond mortgages was $594,- 
732,000 compared with $336,295,000 
for 1953. Participation by the public 
in the financing of industrial expansion 
and the development of the natural 
resources of the country has created a 
growing demand for facilities for the 
transfer and registration of share certi- 
ficates, Mr. Upshall concluded, Toronto 
now having the second largest exchange 
in the world in volume of shares traded.* 


*For the third successive year, the Toronto Ex- 
change ranked first on the North American Con- 
tinent in the volume of shares traded during 1954 
with a total of 774,983,582 (including rights and 
warrants) compared with New York’s 748,605,251 
(likewise inclusive). The latter, however, ranked 
first by far in value, with $24,263,835,236, Toronto 
ranking third with $1,349,697,159. The American 
Stock Exchange was only slightly higher. 





Councils Expand 


In an unofficial report on behalf of 
the Life Insurance-Trust Council of 
Toronto, President D. A. Mercer, Man. 
ager of the Estates Division, Montreal 
Trust Co., revealed that from an origi- 
nal membership three years ago of 12 
trustmen, 19 insurance men and 2 asso- 
ciate members, it has increased to 16 
trustmen, 27 insurance men and 3 asso- 
ciate members. 


The Toronto Council was the second 
to be formed in Canada, but the move- 
ment is spreading, as similar organiza- 
tions have been formed in Hamilton 
and Ottawa this past year. Inquiries 
have also been received from Vancouver 
and Calgary and it is expected that 
Councils will be formed in these cities 
in the near future, Mr. Mercer reported. 


The new Councils are, however, not 
confined primarily to trustmen and life 
insurance underwriters, since their mem- 
berships include lawyers, accountants 
and bankers. In the past lawyers and 
accountants have been included as asso- 
ciate members, but an amendment to 
Articles of Association is being sub- 
mitted to the next annual meeting of 
the Toronto Council to allow 5 lawyers 
and 5 accountants on a full membership 
basis. 

During the past year, two meetings 
were held on the subject of pension 
trust funding, the first addressed by a 
trustman with the second by an insur- 
ance actuary. The resulting discussions 
pointed out the need for better under- 
standing between the trust companies 
and life insurance companies in_ this 


field. 


Mr. Mercer strongly recommended 
that management take an active inter- 
est to see that their representative in 
the Council not only attends all meet- 
ings, but is also an individual who will 
contribute to the discussion periods. The 
life underwriter members are all leaders 
in their field and the trust officer that 
represents his ompany should be of the 
highest caliber. 


The matter of cooperation with under- 
writers in estate planning was one 
phase of the featured item on the On- 
tario Association’s program —a_ panel 
discussion on trust development. This 
is reported herein beginning at page 472. 

A A A 
® Growth of the Canadian economy has 
led to an increased national aspiration 
to be share-owning partners in foreign 
subsidiaries operating in the Dominion, 
represented largely by United States cor- 
porations. 
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There are times when the stock market 
is so strong that even the least experi- 
enced investor is apt to show gratifying 
gains. These periods are wonderful while 
they last—but they can be misleading as 
a yardstick of successful investing. Even 
in periods of great strength, many secu- 
rities show losses. 

After 102 years of investing “other 
people's money, we believe more firmly 
than ever that successful investing is one 
of the most highly specialized of all 
undertakings. 

It calls for an endless search for facts 


__ ~ 





Back of 
STRENGTH 


may lie 


WEAKNESS 


—facts which tend to become obsolete 
quickly and must constantly be replaced 
by new ones. 

It calls for a large organization of spe- 
cial skills which must never be allowed 
to smother individual initiative or the 
courage to make decisions. 

In this belief, the United States Trust 
Company has developed a program 
under which it manages investments run- 
ning into the billions. Our method of oper- 
ation differs somewhat from that of any 
institution we know of; we should be glad 


to explain its practical advantages to you. 
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Panel on Trust Development* 





THE ESTATE PLANNING APPROACH 


HAROLD SAYWELL 


Public Relations Officer, Crown Trust Company, Toronto 


HAT IS THE BEST SELLING AP- 
al for new will business, that 
is the appointment of our company as 
executor and trustee under wills? To 
my way of thinking the most effective 
is the estate planning or sometimes 
called the estate analysis approach. We 
can talk about the client’s problems, 
his needs and objectives,—not just tell 
him how good we are. People are inter- 
ested in themselves, not you. 


We must impress upon them that 
their worth today is not the amount 
their family can depend on for their 
future security. It is not what they have, 
— it is what is left, the difference be- 
tween gross income and take home pay. 
Every estate is subject to shrinkages. 
We try to drive home the idea that by 
wisely and carefully planning their 
affairs during their lifetime, they can 
reduce these shrinkages substantially. 


We point out three major shrinkages: 


1. Transfer shrinkage, which in- 
chides succession duties, taxes, debts 
and other expenses; 


2. Liquidation shrinkage—the sac- 
rificing of available assets to raise 
the necessary funds to pay obliga- 
tions and duties; 


8. Management shrinkage—where 
the estate assets are paid to inex- 
perienced beneficiaries and money is 
lost due to poor management or ex- 
travagance. 


A Language Men Understand 


The estate plan is a method where 
by the use of simple arithmetic, a lan- 
guage which the business and profes- 
sional man understands, a true picture 
of what will happen after he is gone 
is vividly and dramatically revealed to 
him. It is not difficult to get informa- 
tion from a client, if you once gain 
his confidence that you are sincerely 
interested in his welfare and that all 
the facts will be held in strict confi- 
dence. 


We first obtain what his assets are 
and what he is trying to accomplish. 
Caution must always be used that we 
get accurate information, as for ex- 


*At 28rd annual meeting, The Trust Companies 
Association of Ontario, April 28, 1955. 
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ample, whether the home is in the hus- 
band’s name, the wife’s name or in 
joint tenancy. If our information is 
not correct, then our recommendations 
will be faulty, if not ridiculous. 


From this detailed information we 
can compile a simple but fact-revealing 
analysis, in which we show the value 
of assets, the amount of liabilities, in- 
cluding succession duties, estimated 
cost for Surrogate Court fees, admini- 
stration costs and possible debts, and 
the legacies that he desires to give. Then 
we show him the balance or residue that 
will remain from which his family must 
derive an income and security for the 
future. 


It is extremely important that there 
is sufficient income or monies to pay 
debts and taxes, because the assets of 
the estate are not available to the bene- 
ficiaries until these are taken care of. 
He is in a position to do something 
about it, because now he knows the 
true facts. 


Alternatives for Testator 


First, if he is insurable, he may take 
out additional life insurance. Second, 
he may start to realize during his life. 


time on some of his assets, for ex- 
ample—we were talking to a man who 
is worth approximately one-half a mil- 
lion with 85% of his holdings in real 
estate. He stated, “I had better sell one 
of my apartment buildings, because | 
can do a better job than you can.” In 
a way he is right, as he now has time 
in which to arrange the transaction, 
Third, a man may start a definite plan 
whereby over the future he can accumu. 
late cash to meet these charges. 


We are now in a position to make 
recommendations, based on facts, but 
we explain that all these suggestions, 
all this estate planning is of no avail 
unless he incorporates these ideas in a 
carefully drawn will, which is signed 


and witnessed. Further, he must ap§ 


point a responsible executor or execu: 
tors to carry out his instructions. NOW, 
and only now, do we tell him how our 
company is qualified as an executor and 
trustee in his will and to provide guid- 
ance and protection that his family will 
require. 


His decision is almost as automatic 
as the last line of every fairy tale—‘and 
they lived happily ever after.’ 


PROSPECTING IN OWN BACKYARD 


G. A. DEW 


Manager, Estate Analysis Division, The Canada Trust Company, Toronto 


HE REFERENCE TO “BACKYARD” 
<p the various departments 
within our own offices. I am assuming 
that our prospecting has to do with 
the securing of Will appointments. 
Frankly, I don’t believe it is possible 
to draw a common plan or scheme 
which we could each take to the office, 
hand to our staffs and ask them to 
start digging. How do we go about 
prospecting in our own backyard? 


All of our member companies have 
various types of investment departments 
and most have savings, mortgage, real 


estate, stock transfer and safety deposit 
departments. This is where the hidden 
gold lies. 


Perhaps the quickest way to lose 4 
newly acquired customer, of any o 
these departments and a possible Wil 
appointment, would be for a New Busi 
ness representative to come _ gasping 
into the customer’s office or home with 
in 24 hours after he has opened his 
account and endeavor to sell him o 
the idea that, because he is now a cus 
tomer, he will naturally want to appoit! 
the company as his Executor. It woul 
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be much wiser to allow the customer to 
become acclimatized to us—and we to 
him—before the services of the Estate 
Planning Division are offered — and 
then, only after having checked the 
file index to make sure that his Will is 
not already on File. 


It might come as a surprise to some 
of us to learn that some of our old 
customers — “old” in terms of length 
of association — know very little about 
the services offered by the Company 
other than those relating to the depart- 
ment with which they are dealing. Re- 
lations, no doubt, would be improved 
and perhaps our business enlarged if 
the teller-ledger-keeper were to say to 
a savings customer, “Mr. Customer, 
have you met our Manager? I am sure 
he would like to meet you.” 


Investigate First 


I wonder how many of our new busi- 
ness representatives have had the experi- 
ence of having done a grand job of 
selling the services of his company to a 
Will prospect and then having had to 
do an even better job of unselling such 
services when it became clear that his 
prospect had little need for the services 
of a trust company. That is one of the 
difficulties of talking to a person about 
whose affairs we know comparatively 
little. This is not so likely to happen 
if we are talking to a person already 
a customer of our office, as it is quite 
possible for us to have considerable in- 
formation about his affairs. This in- 
formation may be secured in many 
ways: through the clerks with whom 


he deals, by checking the accounts car- 
ried, or perhaps in granting loans 
through mortgage departments credit 
reports have become available which; 
of course, give a fairly complete pic- 
ture. 


The advantages of cultivating our 
own customers are so obvious as to 
need little emphasis. More important are 
the techniques. Each one of us has to 
work these out in his own way, bearing 
in mind the nature of his business, the 
kinds of departments maintained, the 
staff situation and so on. I, therefore, 
present the following points for consid- 
eration. 


Eight Steps to Success 


1. We should endeavor to employ 
the kind of staff who are able to make 
customers feel friendly towards us and 
want to do business with us. 


2. The employees of each depart- 
ment should know something about all 
other departments. A teller cannot talk 
about the services of the Trust Depart- 
ment if she does not know such a de- 
partment exists or anything about its 
functions. 


3. Make haste slowly by calling on 
older customers rather than rushing our 
newer customers. 


4. Always check to see whether our 
Company is appointed before speaking 
to a customer, or to any prospect, about 


his Will. 


5. Do not overlook the beneficiaries 
of existing estates who are probably 
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number one prospects. A satisfied bene- 
ficiary is the best advertising and also 
the best prospect a trust company can 
have. 


6. Our own shareholders, of all 
people, should name their own trust 
company as their Executor. 


— 


7. Stock transfer departments could 
be a source for names of valuable pros- 
pects. However, there is perhaps an 
ethical problem involved here. We act 
as agents for our principals and I am 
not too certain that we have the moral 
right to take as prospects shareholders 
of companies for whom we act. I am 
quite certain that our principals would 
object to it and I believe that they 
would be perfectly right in so objecting. 
That is not to say, of course, that we 
should not call on a person because he 
happens to be a shareholder of a com- 
pany for whom we act as Transfer 
Agent. I would rather put it in reverse. 
It is very questionable if we should call 
on a person just because he is such 
a shareholder. 

8. At’ General Electric they say 
“Progress is our most important prod- 
uct.” We in the trust business can say 
“service is our most important product.” 
We might even go so far as to say 
“personalized service.” I am sure the 
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returns would be fairly high and the 


dividends received from such cultiva- 


tion well worth the time and effort 


involved. 


THIRD PARTY CONNECTIONS 


CARMAN JERRY 
Manager, Business Development Dept., The Royal Trust Company, Toronto 


NY TRUST INSTITUTION WILL SUFFER 
AY stunting of growth unless its 
business development officers enjoy two 
basic requirements—first, an admini- 
strative staff capable of discharging its 
duties in such a manner as to create 
good public relations and satisfied cli- 
ents, and second, a constant supply of 
new contacts. 


Third party connections and _ influ- 
ences could properly fall within five 
major groups: 

Group #1 —directors, satisfied cli- 
ents and staff. Directors are, of course, 
an influential and helpful source, but 
even directors may at times take us for 
granted. It should be somebody’s job 
(if not the new business officer, then 
top management) to keep the directors 
interested and needled. Satisfied clients 
often are instrumental in steering friends 
and acquaintances to the trust company 








COMPLETE 
FIDUCIARY 
SERVICE 








We offer cooperation in 
Trust Matters based on 
our thorough knowledge 


of Southwestern Ontario 


| THE LAMBTON TRUST CO. 


LIMITED 


191 North Front Street 
| SARNIA - ONTARIO 
CANADA 














| 


of their choice. Our day-to-day opera- 
tion will determine how well we de- 
serve that confidence. The staff should 
be reminded to be constantly on the 
alert for new business in their contacts 
with clients and beneficiaries. 


Group #2 (professional) would em- 
brace lawyers and accountants. Not so 
many years ago one encountered a good 
deal of hostility on the part of lawyers. 
Today, lawyers have come more and 
more to recognize the experience and 
facilities of administration by trust 
companies. In the trust business, unlike 
many others, cooperation and not com- 
petition is the life of trade. It is most 
important, in planning a Will, to refer 
the final preparation to the prospective 
client's own family solicitor. This will 
make friends, broaden connections, and 
spread goodwill. If there is no family 
lawyer—spread the business in order 
to enlarge the field of contact. Trust 
institutions should stick to their last 
and refrain from rendering services of 
a nature which could be construed as 
legal and, therefore, as invading the 
prerogatory of our legal friends. Trust 
new business officers should do every- 
thing they can to preserve the relation- 


ship between the client and his solici- 
tor, as well as to respect the dignity and 
qualifications of the legal profession. 

Chartered accountants have now be- 
come confidants of people of wealth 
and affairs, and hold a key position on 
the estate planning team. They are usu- 
ally well informed on tax matters and 
helpful in discussing a prospective cli- 
ent’s estate, particularly where the 
value of a business may be concerned. 
Most member companies have depart- 
ments quite capable of analyzing and 
evaluating a man’s business, but isn’t 
it good public relations to work with 
the accountant on any analysis leading 
to an appointment? This professional 
group definitely should be cultivated, 
and informed on how we operate, how 
we get paid, and what services we have 
to offer. 


Group #3. The financial group in- 
cludes brokers and investment dealers. 
The investment division of the trust 
company can be of service in spreading 
their buying eggs among several baskets. 
Our investment dealer friend is in a 
position to introduce us to people who 
need Wills and other trust services. We 
should not show our gratitude by tak- 
ing away his bread and butter. Confi- 
dence, goodwill and understanding are 
needed. There may be some instances 
where the banking connection can be 
helpful in the development of trust new 
business and contacts. 


In Group #4 we have life underwrit- 
ers and Life Insurance-Trust Councils. 
Underwriters out-number us by hun- 

(Continued on page 498) 
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For more than sixty years Montreal Trust 
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across Canada requiring expert Corporate 
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zations as, Transfer Agent and Registrar for 
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Montreal Trust has the technical “know 
how” and its corporate services are admin- 
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This is where | 
we come in! 














AY 
) CMRSHAG): 


Sometimes printed information and local sources and they get out in the field to study new develop- 
just aren’t enough to help you make decisions in ments firsthand. As a result, their knowledge is 
commercial lending. There have probably been intensive and current. 


many times when you needed up-to-date, firsthand 


This knowledge is available to you through our 
knowledge — and needed it fast. 


Division F —the Division that specializes in serving 
That’s just the service we can offer you, thanks to our correspondent banks. 
our unique Divisional Organization—a system we’ve 


ee ° . 9° . . . . 
Industry-specialized” loan information is just 
had in effect for more than 50 years now. You see, 


one of the many correspondent services of The 
the officers in each of our ten Commercial Divisions, First National Bank of Chicago. If you would like 


instead of serving a certain geographical area, serve 


to talk over the advantages of a correspondent rela- 
certain specific industries. 


tionship with us, just phone, write or wire us today. 


These men have a close contact with their par- A man from The First will be happy to call on you 
ticular industries. They know the people involved, at your convenience. 
Epwarp E. Brown, Chairman of the Board 
James B. ForcGaAn, Vice-Chairman 
Homer J. Livincston, President 


Watrer M. Heymann, Executive Vice-President 


Huco A. AnpErRSON, Vice-President GaytLorp A. FREEMAN, Jr., Vice-President 
Guy C. Kippoo, Vice-President HERBERT P. SNyDER, Vice-President 


& The First National Bank of Chicago 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


STATES JUNE 1955 
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Tax Counsel, New York Life Insurance Company 


iy EXPLAINING THE ABOLITION OF THE 
premium payment test with respect 
to the taxation of the proceeds of life 
insurance, the House Ways and Means 
Committee Report on the 1954 Code 
said (p. 91): “No other property is 
subject to estate tax where the decedent 
‘initially purchased’ it and then long 
before his death gave away all rights 
to the property.” The Senate Finance 
Committee Report (p. 124) repeated 
this statement and then added “and to 
discriminate against life insurance in 
this regard is not justified.”. The Com- 
mittee Reports thus clearly state that 
it was the intent of Congress to permit 
an insured to give away a policy on his 
life and get it out of his estate, as he 
could do with stocks or bonds or other 
property. 

However, it has been argued that in 
drafting Section 2042 Congress placed 
life insurance in a different category 
from other property and if there were 
a possibility of the insured’s inheriting 
the property that he had given away, 
and the chances were one in twenty 
that he would inherit such property, 
then the proceeds would be taxable in 
his estate. This fear that the possibility 
of inheritance may be considered a 
reversionary interest arises out of the 
following provision in Section 2042: 


“The term ‘incident of ownership’ 
includes a _ reversionary interest 
(whether arising by the express 
terms of the policy or other instru- 
ment or by operation of law) only 
if the value of such reversionary in- 
terest exceeded 5 per cent of the 
value of the policy immediately be- 
fore the death of the decedent. As 
used in this paragraph, the term ‘re- 
versionary interest’ includes a possi- 
bility that the policy, or the proceeds 
of the policy, may return to the de- 
cedent or his estate, or may be sub- 
ject to a power of disposition by him.” 





Extracted from comprehensive paper on the 
1954 Code, originally delivered before Association 
of Life Insurance Counsel, May 9, and subsequent- 
ly presented in part at the June 6 meeting of 
Milwaukee Life Insurance and Trust Council. 
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Gifts of Life Insurance 


*““REVERSIONARY INTEREST” BUGABOO— CONTEMPLATION 
OF DEATH—PRESENT INTEREST 


WALTER D. FREYBURGER 


Any Substance to Fear? 


How much substance is there to the 
fear that the possibility of inheritance 
constitutes a “reversionary interest”? It 
is said that one inherits property by 
“operation of law.” Therefore, it would 
seem to follow that, even if the dece- 
dent’s wife had purchased a policy with 
her separate funds, the decedent would 
have had a reversionary interest in the 
policy. While this policy would not “re- 
turn” to the decedent because he never 
owned it, there would be the possibility 
that the policy “may be subject to a 
power of disposition by him.” But could 
Congress, by any stretch of the imagin- 
ation, have intended that property 
should be included in the estate of a 
decedent which the decedent at no time 
owned, or purchased, or had any inter- 
est in? 

It would be difficult to find a con- 
stitutional basis for such a tax. In Rein- 
ecke v. Northern Trust Co., 278 U.S. 
339 (1929) it was held that the mere 
passing of enjoyment of property at 
the decedent’s death did not warrant 
the imposition of an estate tax if the 
decedent had no control over or inter- 
est in the property at the time of his 


death. 


But it may be argued that the result 
would be different if the decedent owned 
the policy and transferred ownership 
prior to his death. There would be the 
“possibility that the policy, or the pro- 
ceeds of the policy, may return to the 
decedent or his estate.” This brings us 
back to the question as to whether a 
possibility of inheritance is a “rever- 
sionary interest (whether arising by 
the express terms of the policy or other 
instrument or by operation of law).” 
As stated by Professor Casner, “The 
term ‘reversionary interest? is a prop- 
erty law term and in that field it has 
never been used to include the expec- 
tancy of an heir.”! An estate in rever- 


iHarvard Law Review, Dec. 1954, p. 256. 





sion has been defined as “the residue of 
an estate left in the grantor, to com. 
mence in possession after the determin- 
ation of some particular estate granted 
out by him.”? 


“Operation of Law” Not Applicable 


In view of the general meaning given 
to the term “reversionary interest” and 
the intent of Congress as expressed in 
the Committee Reports, it is submitted 
that the words “operation of law” were 
intended to apply to a situation where 
the decedent in his transfer of interest 
in his policy failed to name an ultimate 
beneficiary or owner, in the event of 
the prior death of named beneficiaries 
or owners. In fact the words “whether 
arising by the express terms of the 
policy or other instrument or by opera- 
tion of law” indicates that Congress had 
in mind, in using the last four words 
a “reversionary interest” which might 
arise from the failure to expressly dis- 
pose of the decedent’s entire interest in 
the policy, such as in the Spiegel case,’ 
where no provision was made for dis- 
tribution of corpus and accumulated in-J 
come should the decedent survive all 
of his children and grandchildren. In 
the Spiegel case, the Supreme Court 
held that there was a possibility that 
the trust property would revert to the 
donor, because the donor failed to name 
the ultimate beneficiary in the event of 
the prior death of all of the named 
beneficiaries. The donor might recover 
the property not by inheritance but un- 
der the terms of the trust instrument 43 
construed by the courts. 





It has been said that even if the 
Committee Reports state in effect that 
life insurance should not be discrimin- 
ated against and thus treated as other 
property, since the language of the law 
is unambiguous, the words of the stat- 


231 C.J.S. Estates, Section 125. 


8Spiegel Estate v. Comm., 335 U.S. 701 (1949): 
See also Estate of Hall, 153 F. 2d 178 (2nd Cir 
1946). 
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ute must govern. It is submitted that the 
language is not clear if it is proposed 
to interpret the words “operation of 
law” as including possibility of inheri- 
tance, which has never heretofore been 
considered a reversionary interest.* 


It has further been stated that Section 
2042 failed to treat life insurance as 
other property, since it did not contain 
a sentence found in Section 2037 which 
provides, in effect, that a reversionary 
interest shall be disregarded for estate 
tax purposes if the property transferred 
to take effect at death “could have been 
obtained by any beneficiary during the 
decedent’s life through the exercise of 
a general power of appointment—which 
in fact was exercisable immediately be- 
fore the decedent’s death.” But such 
language is irrelevant in answering the 
question whether a reversionary inter- 
est includes the possibility of inheri- 
tance. It relates to a different situation, 
namely, where there is a reversionary 
interest, expressed or implied by opera- 
tion of law, and there is also a general 
power of appointment. It has never 
been suggested that a possibility of in- 
heritance constitutes a reversionary in- 
terest under Section 2037, where there 
is no general power of appointment.® 


Granted—but What Value? 


Even if the possibility of inheritance 
were considered a “reversionary inter- 
est,” it is submitted that, where an 
owner of a policy has the power to 
surrender the policy for its cash value 
or otherwise dispose of the policy dur- 
ing his lifetime, the value of such re- 
versionary interest may never exceed 
9 per cent of the value of the policy 
immediately before the death of the 
insured. Section 2042 states that “The 
value of a reversionary interest at any 
time shall be determined (without re- 
gard to the fact of the decedent’s death) 
by usual methods of valuation, includ- 
ing the use of tables of mortality and 
actuarial principles, pursuant to regu- 
lations prescribed by the Secretary or 
his delegate.” How can the possibility 
of inheritance be deemed to constitute 
a 5 per cent reversionary interest ac- 
cording to actuarial principles when the 
owner has the unrestricted power to 
dispose of the policy during his lifetime 
by surrender or transfer? 





‘The Supreme Court does not always follow the 
Plain meaning of words where to do so would go 
contrary to the purpose of the Act. See U. S. v. 
American Trucking Ass’n., 310 U.S. 534, 543 
(1940; Helvering v. Morgan’s Inc., 293 U.S. 121, 
126 (1934). 


‘See Discus, “Some Implications of the 1954 
_ for Estate Planning,” Taxes, Dec. 1954, p. 
9. 
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Hence both bank and agent have a 
common interest in the continuing 
financial well-being of these people. 


By providing top-quality property 
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In Goldstone v. U. S., 325 U.S. 687 
(1945) the Supreme Court held the fact 
that the Owner of a policy had the right 
to surrender or dispose of the policy 
did not nullify the existence of a re- 
versionary interest in the decedent, 
which the decedent had expressly re- 
tained. But in that case there was no 
law requiring the transferor to have a 
5 per cent reversionary interest. More- 
over, subsequently the Treasury Depart- 
ment ignored the Goldstone case, by 
providing® that the value of property 
is not includible in the estate of the 
decedent even though it might revert to 
the decedent, if possession or enjoy- 
ment can be obtained by beneficiaries 
during the transferor’s lifetime through 
the exercise of a power. 


Furthermore, both reports of the 
House and Senate indicate that the 5 
per cent reversionary provision was in- 
serted for the following reason: “To 
place life-insurance policies in an ana- 
lagous position to other property, how- 
ever, it is necessary to make the 5 per 
cent reversionary interest rule applic- 
able to other property, also applicable 
to life insurance.” The 5 per cent re- 
versionary interest with respect to other 
property had its origin in the Technical 
Changes Act of 1949. Referring to that 
provision in the Act, the Conference 
Report states:* “The rule of Robinette 
v. Helvering, (318 U.S. 184) under 
which a reversionary interest not hav- 
ing an ascertainable value under recog- 
nized valuation principles is considered 
to have a value of zero, is to apply.”® 


When the same principles were being 
applied in The Revenue Act of 1950 in 
the case of life insurance in which the 
insured possessed no incidents of own- 
ership after January 10, 1941, the Sen- 
ate Report® used these same words ver- 
batim. The Supreme Court also contin- 
ued to value at zero a future right, sub- 
ject to defeat by the exercise of discre- 
tion in another person.’° 


®Reg. 105, sec. 81.17 as amended by T.D. 5512, 
CB 1945-1, 264. Later incorporated into the law by 
Section 7 of the Technical Changes Act of 1949. 


7House Committee Report No. 1412, 81st Cong. 
1st Sess., 1949-2 C. B. 295, 297. 


SHowever, the House and Senate Committee Re- 
ports in speaking of the reversionary interest with 
respect to trusts state: ‘“‘Where it is apparent from 
the facts that property could have reverted to the 
decedent under contingencies that were not re- 
mote, the reversionary interest is not to be neces- 
sarily regarded as having no value merely because 
the value thereof channot be measured precisely.” 
House Rep., p. A314; Sen. Rep. p. 469. The Sen. 
Rep. (p. 473) states that the rules of valuation 
applicable to sec. 2087 apply to sec. 2042. 


®Senate Committee Report (C. B. 1950-2, 577). 


1loMerchants National Bank v. Comm., 320 U.S. 
256 (1943) and Henslee v: Union Planters National 
Bank and Trust Co., 335 U.S. 595 (1949). 


478 





Effect of Premium Payments 
After Transfer 


Under Section 2035 relating to trans- 
fers of property in contemplation of 
death, if the decedent within a period 
of three years ending with the date of 
his death made a transfer of property 
as a gift, then such transfer shall be 
deemed to have been made in contem- 
plation of death, unless shown to the 
contrary. If a three year period had 
elapsed after the transfer and before 
death, the transfer is conclusively 
treated as not made in contemplation 
of death. If the transferor of a policy 
dies within three years from the date 
of transfer, the entire value of the policy 
will be includible in his taxable estate 
if we assume that the transfer was made 
in contemplation of death. 


Where, however, a decedent who dies 
more than three years after the trans- 
fer continues to pay the premiums, the 
problem is complicated. If the premiums 
paid within three years of the decedent’s 
death were paid in contemplation of 
death, is there to be included in the 
estate of the decedent only the amount 
of the premiums paid, or such portion 
of the proceeds as the premiums paid 
within the three year period bears to 
the total premiums paid? It would 
seem that if the decedent had given 
the owner of the policy money to do 
with as the donee pleased, all the donor 
gave was money and not an interest in 


the policy. 


But even if the decedent is considered 
as having paid a premium, it does not 
necessarily follow that a proportionate 
part of the insurance which he did not 
own, or with respect to which he pos- 
sessed no incidents of ownership at the 
time he paid the premiums, should be 
included in his estate. Take a case 
where a policy was transferred by the 
decedent more than three years before 
his death. Each annual premium 
amounted to $200 and the policy had 
a face value of $10,000. The decedent 
paid one premium of $200 within the 
three year period out of a total of six 
premiums paid. Will the decedent be 
considered as having made a gift of 
one-sixth of $10,000 or $1,666 for es- 
tate tax purposes, although he only 
parted with $200 within the three year 
period? 


This result appears harsh, but yet it 
may result from Liebmann v. Hassett, 
148 F 2d 247 (1st Cir., 1945), in which 
it was held that where the policy was 
transferred in contemplation of death 










and the transferee subsequently paid 
premiums, there was includible in the 
insured’s gross estate the face amount 
of the policy, less the proportionate 
amount of the insurance purchased with 
the premiums paid by the transferee, 
But Liebmann v. Hassett is merely giv- 
ing relief to the taxpayer by following 
Reg. 80, Art. 15 which provided: “If 
the transferee has made additions to the 
property, or betterments, the enhanced 
value of the property due thereto should 
not be included.” It does not follow 
that merely because a donor pays an 
obligation of the donee and prevents a 
policy from lapsing, or a mortgage 
from being in default or a lease-hold 
from being forfeited, that he has made 
a gift of a proportionate part of the 
value of the property. Nevertheless it 
is said:11 


“The consensus seems to be that 
if any premiums are held to have 
been paid in contemplation of death, 
the portion of the death proceeds at- 
tributable to those premiums (on a 
pro-rata basis) will be includible in 
the estate of the insured.” 


Gifts to Minors 


Section 2503(c) provides that no 
part of certain gifts to an individual 
who has not attained the age of 21 
years shall be considered a gift of a 
future interest which would preclude 
the $3,000 exclusion for gift tax pur- 
poses. In order for the gift to qualify 
it must comply with the following con- 
dition: 

“If the property and income there- 
from—(1) may be expended by, or 
for the benefit of, the donee before 
his attaining the age of 21 years, and 
(2) will to the extent not so expended 
—(A) pass to the donee on his attain- 
ing the age of 21 years, be payable to 
the estate of the donee or as he may 
appoint under a general power of 


appointment as defined in Section 
2514(c).” 


The language is broad enough to in- 
clude outright gifts, as well as gifts in 
trust. Suppose a gift of a policy is 
made outright to a minor. He may sur- 
render the policy or transfer it, either 
by himself or through a guardian. It 
would appear that the gift would qualify 
under Section 2503((c). If the policy 
were issued with some person other 
than the insured or his estate as bene- 
ficiary, or if the policy were endorsed 
so as to become the property of a 
named third person if the donee died 
before the insured, the question arises 

Mannheimer, Wheeler, and Friedman, “Gifts 


of Life Insurance by the Insured,’ March, 1955 
Insurance Law Journal, 153, 159. 
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whether the policy would qualify as a ° 


gift of a present interest. The donee has 
the power to cause the beneficiary to 
be changed and the ownership endorse- 
ment to be cancelled. In other words, 
he has a general power of appointment, 
and it would seem that the gift should 
qualify under the section. 


It is argued that a gift of a life in- 
surance policy in trust to a minor is a 
gift of a future interest because the new 
law requires the property and income 
of the trust to be available to the mi- 
nor.’* The law merely provides that the 
property and income (1) May be ex- 
pended by, or for the benefit of, the 
donee before his attaining the age of 
21 years, ***(Italics supplied). The 
Senate Committee (P. 479) says it is 
not necessary that the trust property 
and income actually be expended. 


It would seem sufficient if a life in- 
surance policy becomes the property 
of a trustee for a minor, for the trust 
instrument merely to authorize the 
trustee to surrender the policy, borrow 
against it, or exercise other incidents 
of ownership for the benefit of the mi- 
nor, in the discretion of the trustee. 
The policy should become the property 
of the minor upon attaining the age of 
21, and if the minor died before that 
time, the policy should become the 
property of the minor’s estate. 


Must There Be Cash Surrender 
Value? 


It has been contended that a gift of 
a life insurance policy outright to a 
minor or adult must have a present 
cash surrender value to be treated as a 
gift of a present interest either under 
the old law or the new law.’* There 
have been some unpublished rulings to 
that effect. This in spite of the fact 
that Reg. 108, Sec. 86.11 has long stated 
“The term ‘future interest’ has no refer- 
ence to such contractual rights as ex- 
ist in a bond, note (though bearing no 





12See Christian M. Lauritzen, II, Chicago Bar 
Record, Jan. 1955, p. 220, where it is said: “I am 
afraid that the Government will take the position 
that in using the income of a minor’s trust to 
Purchase insurance you are freezing that income 
and not making it available to him as you are re- 
quired to do under the terms of the new section.” 


See Lauritzen, Chicago Bar Record, Jan. 1955, 
Pp. 219, construing certain decisions and principally 
Nashville Trust Co., 2 T.C.M. 992 (1948). The 
correctness of that decision, however, was ques- 
tioned in Arthur A. Frank, 3 T.C.M. 1180 (1944). 
The gift of the policy in the Nashville Trust Co. 
Case would have been a gift of a future interest, 
even if the policy had a cash surrender value, be- 
Cause the gift was made to several persons jointly, 
and no one donee could exercise any of the rights 
in the policy without the consent of the other 
donees. See Skouras v. Comm., 14 TC 523, aff’d 188 
F, 2d 831, (2nd Cir., 1951). . 


MSee Dwight Rogers, “Gift Tax Exclusions: New 
Developments,” Am. Bar. Ass’n. Jour., April, 1955, 
PD. 364, 
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interest until maturity), or in a policy 
of life insurance, the obligations of 
which are to be discharged by payment 
in the future.” 


The regulations say nothing about the 
necessity for a policy having a cash 


surrender value. Nor should they. It 


is well recognized that the cash sur- 
render value of a policy is only one 
of the factors entering into its value.’® 


UGuggenheim v. Rasquin, 312 U.S. 254 (1941) 
and Arthur A. Frank, 3 T.C.M. 1180 (1944). 


A. 8. A 


Merrill Lynch Sponsors 
“How to Invest’? Show 


More than 100,000 people attended 
the “How to Invest” show sponsored 
in New York May 23-30 by Merrill 
Lynch, Pierce, Fenner & Beane, na- 
tionally known investment house. The 
purpose was educational and well just- 
ified by over 25,000 inquiries presented 
verbally or in writing by the visitors. 
There was no admission charge. 


Cooperating with Merrill Lynch were 
eight business organizations which sup- 
plied exhibits and personnel to assist 
in telling the story of how American 
enterprise has been made possible by 
capital investment with the expectation 
of participation in the growth of the 
economy. How that hope has been ful- 
filled, and how people today can share 
in the promise of tomorrow, was the 
theme developed throughout the show. 


The various exhibits, which occupied 
the main floor of the 7lst Regiment 
Armory, included mechanized dioramas, 
brilliant tableaux, and puppet shows. 
American Gas and Electric Co. had a 
slide film on “Electricity—the Lifeblood 
of America.” The American Iron and 
Steel Institute showed a reproduction 
of the country’s earliest iron works and 
an operating model of a modern steel 
rolling mill. General Electric showed 
a model of an atomic plant and Inter- 
national Business Machines featured an 
electronic brain. General Motors showed 
the cars of yesterday, today and to- 
morrow. The Manufacturing Chemists 
Association demonstrated the growth 
of that industry and some of its 1,700 
products, while General Foods por- 
trayed improvements in quality, variety 
and packaging of foodstuffs. One of the 
most popular exhibits was that of New 
York Telephone Co. which demonstra- 
ted the automatic telephone answering 
device, long distance dialing, and the 
first battery to draw power from the 
sun. 
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Operating model, exhibited for the first time at the How to Invest Show, of General 


Electric Co.’s new dual-cycle atomic power reactor design, which has been described as 
a “major advance toward the economic generation of electricity from atomic energy.” 





Particular commendation is due to 
Merrill Lynch both for sponsoring the 
show and for the company’s own ex- 
hibit. This included a puppet show that 
explained how shares are traded on 
the floor of the stock exchange, a 6. 
minute movie that dramatized some of 
the factors to be considered in the 
selection of a stock for purchase, and 
a series of educational panel exhibits. 
The company’s information booth was 
well placed, well manned, and kept 
busy by a constant stream of question- 
ers. Provision was made—and used— 
for written questions to be answered 
later by mail as well as for oral requests 
on the spot. Take-home leaflets were 
distributed to all as they left the show. 


A A A 


Connecticut Trusts Nearing 


$900 Million 


State banks and trust companies in 
Connecticut held trust assets amounting 
to $897,619,328 at the 1954 year-end, 
a gain of approximately one per cent 
over the 1953 figure of $888,815,542. 
The recently issued annual report of 
Commissioner Lynwood K. Elmore 
shows that almost half of this amount 
($434,254,208) is being administered 
by Connecticut Bank & Trust Co. of 
Hartford. This situation is the result of 
the 1954 merger of Hartford-Connecticut 
Trust Co. and Phoenix State Bank & 
Trust Co. Union & New Haven Trust 


Co. (with $134,851,362) is the only 
other state bank with trust assets over 
$100 million. 


The aggregate investment proportions 
of 30% in bonds and 58% in stocks 
were practically unchanged from the 
year before. 


The preponderance of trust funds fell 
into the classification of conservator, 
guardian, trustee and similar accounts, 
representing 55% of the dollar value 
and 7,935 accounts. Another 39% was 
in agency, custodian, safekeeping and 
similar accounts (3,298 accounts). This 
compares with 53% and 40% respec- 
tively for the preceding year. There were 
also 882 executor and administrator ac- 
counts representing a slight drop from 
the 12,350 at the 1953 year-end. 


Trust department income in 1954 
stood at $3,743,000 compared with 
$3,482,000 in 1953, a gain of 7.4%. 
This represented better than 9% of the 
total current bank operating income of 
$38,066,000. 


A A A 


KANSAS REPORTS TRUST EARNINGS 


The six state banks and two trust com- 
panies in Kansas with trust powers had 
total trust department earnings for 1954 
of $51,629. These institutions held at the 
last 1954 examination reports $3,262,941 
in estates, guardianships and trustee- 
ships, as well as $15,692 in agency ac- 
counts. 


TRUSTS AND ESTATES 






























































1eral 
d as 
rgy.” 


only 
over 


ions 
ocks 
the 


| fell 
ator, 
ints, 
alue 

was 

and 
This 
spec- 
were 
r ac: 
‘rom 


1954 
with 
4%. 
t the 
e of 


GS 


com- 

had 
1954 
t the 
2,941 
stee- 
r ace 


ATES 








LUNT HEADS A. I. B. — 
TRUST CONFERENCE HIGHLIGHTS 


T THE 53RD ANNUAL CONVENTION OF 
A the American Institute of Banking, 
held at Miami, Fla., during the week 
of May 30, Bernard J. Lunt was elected 
president, succeeding Alvin E. Roemer- 
shauser, vice president of the Whitney 
National Bank of New Orleans. Mr. 
Lunt, who is assistant vice president of 
The Fort Worth National Bank, attend- 
ed the Universities of Texas and Mis- 
souri and holds an LL.B. degree from 
North Texas School of Law. Chosen 
vice president at the same time was 
Leroy S. Clark, vice president of The 
Marine Midland Trust Co. of New 
York. Membership in the A.I.B., edu- 
cational section of the American Bank- 
ers Association, now stands at a record 
high of 121,678. 

The Departmental Conference on 
Trust Business and Investments, was 
held on June 1, with George C. Barclay, 
president of the A.B.A. Trust Division 
and vice president of City Bank Farm- 
ers Trust Co. of New York, presiding. 


The Smaller Trust Department 


The importance of reappraising the 
position of the smaller trust department 
cannot be emphasized too strongly, 
Ralph A. McIninch, president of Merch- 
ants National Bank, Manchester, N. H., 
told the delegates. The development of 
corporate fiduciaries in this country has 
been without plan, and the present posi- 
tion of the smaller departments should 
be reconsidered in the light of a survey 
of potential trust business and competi- 


f tion within the trade area, with a con- 


sequent decision to strengthen the de- 
partment or to take steps to liquidate 


it, he said. Many institutions with 
smaller trust departments are gradually 
terminating their corporate fiduciary 
services, he pointed out, and others are 
limiting their services to that of execu- 
tor or administrator and arranging for 
larger trust departments to handle the 
other trust services. 


The smaller department which is seek- 
ing to operate efficiently has four major 
problems, the speaker stated. They are: 
management, administration, operation 
and business development. 


Management—The problems of man- 
agement are the responsibility of the 
board of directors and the executive 
officers. It should be the duty of. the 
executive officer of every institution 
with a trust department to see that each 
director is acquainted with the high 
standards of deportment required in 
trust department operations. Each di- 
rector should be made conscious of the 
hazards, pitfalls, contingent liabilities 
and potential losses involved in medi- 
ocre fiduciary service. Each director 
should study Regulation F and “Duties 
and Liabilities of Directors of National 
Banks” (Form 1417 of the Office of the 
Comptroller of the Currency) as well 
as “The Statement of Principles of 
Trust Institutions” and “A Statement 
of Policies for the Acceptance of Trust 
Business” as adopted by the Executive 
Committee of the Trust Division of the 
American Bankers Association. 


The work of the trust committee like- 
wise comes under the “management” 
heading, with one of its most important 
responsibilities being the periodic re- 





TRUST BUSINESS AND INVESTMENTS CONFERENCE AT A.I.B. CONVENTION 


Speakers at Trust Business and Investments Conference at Convention of the American 
Institute of Banking: (L to R) George C. Barclay, president of the Trust Division of the 
American Bankers Association, and vice president, City Bank Farmers Trust Company, 
New York City; Ralph A. McIninch, president, Merchants National Bank, Manchester, N. H.; 
iarry C. Harshman, vice president and investment officer, Central Trust Company, Cin- 
‘innati; and Clarence D. Cowdery, vice president, Boatmen’s National Bank, St. Louis. 
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view of trust accounts and their invest- 
ments, Mr. McIninch advised. The in- 
creasing intensity of the investment 
problem for the smaller trust depart- 
ment has resulted in the formation in 
New York State of the Bank Fiduciary 
Fund which functions as an open end 
mutual fund especially tailored for 
banks, and established under authority 
given by the 1954 New York State Leg- 
islature. With so many trust departments 
lacking adequate investment personnel, 
more reliance is being placed on assist- 
ance from correspondent banks, invest- 
ment manuals, and investment counsel. 
Where investment counsel is retained, 
the majority opinion is that the expense 
be borne by the trust institution and 
not by the account. Common trust funds 
do not offer advantages unless $500,000 
in assets can be foreseen and proper ac- 
counting and investment service can be 
provided, the speaker advised. 

The review sheet used by the trust 
committee in the speaker’s institution 
carries the number, name and type of 
the account, and columns for name of 
the security, par value or number of 
shares, coupon or dividend rate, book 
value, market price and value, yield at 
current market and the per cent of the 
trust represented by each holding. Ap- 
propriate columns are totaled, and at 
the bottom of the sheet an investment 
summary shows the class of investment 
(governments, utilities, etc.), the type 
of investment (bonds, preferred stocks, 
common stocks), each expressed in 
market value and per cent of the whole. 
This provides the trust committee with 
all the information it needs. 


Administration — The trust officer 
should avoid creating the impression 
that he is the trust department, and 
should never be ashamed to call in the 
services of the tax consultant, account- 
ant, insurance counsellor, investment 
analyst or layer, whose special knowl- 
edge in their respective fields should be 
invaluable in helping the trust officer 
and the trust committee to make their 
decisions, which cannot be delegated. 
By way of illustration, the speaker dis- 
cussed the tax field with its current 
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PUBLIC SPEAKING CONTEST WINNER 


Donald M. McMahon (right) was _first- 
place winner in the National Public Speak- 
ang Contest for the A. P. Giannini Educa- 
tional Endowment prizes at the American 
Institute of Banking Convention in Miami, 
Florida, May 30, 1955. Mr. McMahon of the 
Pasadena branch of Security-First National 
Bank of Los Angeles, is shown receiving the 
A. P. Giannini Memorial Trophy from Alex 
E. Lindholm of The Fulton National Bank, 
Atlanta, chairman of the National Public 
Speaking Committee. 





complications, pointing out that tax 
problems arise during the year from 
day to day transactions, and not only 
in the making of the tax returns. 


Operation—Under the heading of 
operations, the speaker reviewed the 
record and safeguard systems needed by 
a trust department, with special atten- 
tion to the “often neglected and fre- 
quently minimized subject” of an effec- 
tive directors’ examination of the trust 
department. 


Business Developmenit—The surface 
of new trust business has barely been 
scratched, Mr. MclIninch averred. Sur- 
veys show that 80% of court appoint- 
ments for executor or trustee go to in- 
dividuals. It is necessary to win the 
confidence of trust customers and bene- 
ficiaries because only with that confi- 
dence can estates be properly planned 
and the greatest service rendered. Even 
though a smaller trust department may 
have a limited advertising budget, per- 
sonal solicitation and personal education 
of the prospective customer have proven 
very productive, as well as whole heart- 
ed cooperation with attorneys and life 
underwriters. 


Enthusiasm for a larger trust depart- 
ment should embrace also making it 
profitable. Costs should be known, the 
speaker said, so that new business can 
be accepted on an adequate fee basis, 
and old business be reviewed and if 
possible placed on a satisfactory fee 
basis. The trust department then can 
contribute to the earnings of the bank 
and can support a sound and able ad- 
ministration. 
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There is a definite need for the 
smaller trust department, Mr. McIninch 
assured his audience, and they are be- 
ing run by capable, hard-working off- 
cers and employees who are a credit to 
their institutions and communities. 
Members of the A.I.B.—the manpower 
to do the job and the management of 
tomorrow—in preparing themselves for 
trust department responsibilities will 
find that the problems are really there, 
but the solutions are “not difficult to 
the learned”’ and the opportunities are 
unlimited. 


Other Highlights 


Harry C. Harshman, vice president 
and investment officer of Central Trust 
Co. in Cincinnati, spoke under the title 
“Trust Investment Tailoring.” No man- 
uscript or summary of his remarks was 
available. 


The policies and problems involved 
in handling business interests in trust 
were explored by Clarence D. Cowdery, 
vice president, The Boatmen’s National 
Bank of St. Louis. His paper is ex- 
cerpted in this issue at page 484. 


A A A 


Program for Bank Executive 
Development 


A handbook to aid bank management 
in handling its “hottest problem’”—ex- 
ecutive development—will be published 
this fall by the American Bankers Asso- 
ciation, it was announced by William 
Powers, deputy manager of the A.B.A., 
at the annual convention of the Amer- 
ican Institute of Banking on May 3. 
“The handbook will be a combination 
of the experiences of 150 executives in 
banks already using on-the-job execu- 
tive development programs and the re- 
actions of 350 bank presidents who 
participated in A.B.A. conferences on 
the subject,” Mr. Powers said. 


The Institute itself has already taken 
the first steps to inaugurate a new edu- 
cational program designed to aid the 
nation’s banks to train their employees 
for executive positions, Dr. Leroy Lewis, 
national educational director, reported 
at the Convention. The new A.I.B. pro- 
gram will train bank people for execu- 
tive spots through formal textbook work, 
and the two programs taken together 
will provide banks with a complete sys- 
tem of appraising, selecting, and train- 
ing men slated for top executive jobs. 


The Executive Council authorized 
Dr. Lewis to begin study on ten sug- 
gestions arising out of a conference with 











top-level officers with a view towards 
putting them into operation. These are: 


1. The Institute should have a 
promotional display of its texts at 
each of the A.B.A. management de- 
velopment meetings. If it is feasible, 
A.I.B. should have some one at the 
A.B.A. meetings to explain the Insti- 
tute program. 


2. Either by itself or in coopera- 
tion with colleges and universities, 
the Institute should explore the pos- 
sibility of a course leading to a de- 
gree, such as Bachelor of Banking 
Science. 


3. The Institute should develop 
additional courses for management 
level personnel, particularly courses 
in public relations, human relations, 
bank management techniques, making 
management decisions, and directors’ 
responsibilities. 


4. The proposal of Georgetown 
University to give a liberal arts de- 
gree in banking should be accorded 
favorable consideration. Georgetown 
University would give an accredited 
degree to students who receive a 
Standard Certificate from A.I.B., and 
take an equivalent number of pre- 
scribed college courses in the liberal 
arts at Georgetown University. 


5. Programs of executive develop- 
ment should be developed by A.I.B. 


6. Regional seminars and five-day 
intensive schools should be conducted 
in those areas where local coopera- 
tion indicates that the seminars or 
schools would be successful. 


7. The Institute should promote 
the use of its correspondence courses 
by bank management in developing 
executives. The Institute should 
handle the programs of these stu- 
dents on a case-by-case basis. 


8. The Institute should endeavor 
to inform bank directors about its 
program. 


9. The Institute should adopt a 
quota system in admitting bank per- 
sonnel to seminars or schools for 
management development. The Insti- 
tute might also restrict attendance 
at management development pro- 
grams to personnel from banks of a 
certain size, such as to banks with 
resources between $5- and $25-million 
dollars. 


10. The Institute should foster the 
understanding of monetary policy by 
(a) distributing the A.B.A. Monetary 
Studies series, and (b) developing 4 
text and a course on this subject, as 
well as on the subject of managing 
a bank’s investment portfolio. 


| i 


e The 54th Annual Convention of the 
American Institute of Banking will be 
held in Dallas, Texas. June 4-8, 1956. 
Headquarters will be the Adolphus 
Hotel. 
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To HAnbie oR Not 10 HANDLE 


Adequate Powers and Compensation Needed 


for Businesses in Trust 


Vice President, Boatmen’s National Bank, St. 


O HANDLE OR NOT TO HANDLE, THAT 
f iy the question that confronts a 
bank that has been named as trustee 
of an estate that owns or controls a go- 
ing business. This question often should 
be answered by bank management at 
the policy forming level. Polices and 
standards for the acceptance of such a 
trusteeship are needed as guides to a 
satisfactory conclusion because of the 
peculiarities of each case. Without them, 
a sound decision may be difficult, as an 
infinite variety of circumstances will re- 
quire consideration. 


Some of the questions which a bank 
management should be able to answer 
to its satisfaction before it decides to 
handle a business in a trust are: Is the 
bank equipped to give adequate service? 
Does the instrument give the trustee 
sufficient trust powers? Is the business 
speculative? Does it have a capable 
manager? Does it have adequate capi- 
tal? Can it be operated profitably? Will 
a conflict of interest arise? Will opera- 
tion of the business adversely affect the 
bank’s relationship with other custom- 
ers? Will the bank receive adequate 
compensation for the extra work and 
responsibility it assumes? 

If a bank does not have a qualified 
man readily available, whether or not 
it has a special department to handle 
businesses, it should not accept trust 
accounts in which a business is an im- 
portant asset. To accept them would be 
a disservice both to their customers and 
to themselves. 


Legal Powers 


The lack of sufficient trustee’s powers 
to authorize the continued operation of 
a business is not always recognized 
even by many persons who have had 
legal training. The usual power to re- 
tain original investments is not suffici- 
ent authority to authorize the trustee 
~ Summary of address at Trust Business and In- 


vestments Conference, American Institute of Bank- 
ing Convention, June 1, 1955. 
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CLARENCE D. COWDERY 


to operate a business. The retention of 
a business as a trust investment with- 
out express authority is a breach of 
trust. Even where the business interest 
consists of shares in a close corporation, 
if the trustee holds working control, 
some courts, particularly those in New 
York, have held that he must sell the 
stock or liquidate the company unless 
he is expressly authorized to continue 
it. Their reason, quite logically, is that 





a trustee who holds enough voting 
shares to force the liquidation of a 
business and fails to do so, is expos- 
ing trust assets to the risks of trade 
and, absent specific authority, is liable 
for losses to the same extent as though 
he had operated an_ unincorporated 
business. 


When a business constitutes a pre- 
ponderantly large part of a trust estate, 
the trustee may be lulled into a false 
sense of security by a specific provision 
in the trust instrument authorizing re- 
tention of original investments. It is 
doubtful that such a general power will 
relieve him of his duty to diversify in- 
vestments. I would strongly recommend. 
therefore, that a trustee who is given 
discretionary power to operate a busi- 
ness also be given specific power to re- 
tain it as a trust asset without any 





Louis 


duty to sell it merely to provide greater 
investment diversification. 


The problems of continuing an un- 
incorporated business by a trustee sug- 
gests the desirability of giving the trus- 
tee powers to incorporate it. The many 
advantages of a corporation may be 
more than offset, however, when corpo- 
rate earnings are subjected to excess 
profits taxes. There is good reason, 
therefore, for a trust instrument to 
authorize the trustee to dissolve a cor- 
poration and to continue its business 
as a partnership or as a sole proprietor- 
ship. 


Business Factors 


If a business lacks sufficient capital 
for its operations, in most cases, the 
trustee should not try to operate it. It 
would be doubtful wisdom for a trustee 
to seek additional capital or to commit 
additional estate funds to the enterprise. 


A trustee will be severely handicapped 
in the operation of a business that has 
been largely dependent on the services 
and management of its deceased ownet. 
He must find a manager to perform 
the services of the deceased owner at a 
salary that will permit the business to 
show a profit. Even when one is found 
who is willing to accept employment, 
too much will depend on his ability to 
operate successfully and his willingness 
to stay with the business. If he should 
decide to establish a rival business of 
his own his personal contacts with cus 
tomers might cause many of them to 
follow him, compelling the trustee to 
liquidate or to sustain a loss. 


Even when specifically directed to do 
so, it would be contrary to the policy 
of most banks to accept responsibility 
for a business of a-speculative nature. 
Public knowledge of a bank’s participa 
tion in such an operation, whether oF 
not it is successful, may irreparably 
damage its reputation as a conserva 
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tive financial institution and destroy 
confidence in its management. 


Ordinarily, there is but one valid 
reason for a trustee to handle a busi- 
ness in a trust and that is a firm con- 
viction that its profits will exceed the 
yield on the usual types of trust invest- 
ments by a substantial margin without 
incurring undue risk. Consequently, one 
of the first duties of a trustee who con- 
trols a business is to analyze its ability 
to earn and to forecast its earnings. Ex- 
perienced business analysts, through the 
application of several recognized tests 
and careful study of many records, 
often extending back for a number of 
years, can make a fairly accurate esti- 
mate of what profits can be expected. 
Such an analysis may well be a deter- 
mining factor in the trustee’s decision 
as to its quality as a trust investment 
and his willingness to participate in its 
management. 


Conflict and Competition 


When a bank’s trust department holds 
controlling shares of stock in a busi- 
ness as a trust investment at the same 
time it is holding notes of the company 
in its banking department, its position 
may easily become embarrassing. It 
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may need to take action in its own be- 


half which will adversely affect the 
value of the stock it holds in trust. 
Other conflicts between the bank’s in- 
terest and that of the trust may arise 
if the company whose stock is held 
in trust is also a substantial depositor. 
A sale of the stock by the bank as 
trustee to protect beneficiaries might 
jeopardize its retention of valuable de- 
posits. The possibility of such conflicts 
of interests will be scrupulously avoided 
by a wise bank management, causing it 
to decline the acceptance of trusts that 
are likely to result in future embarrass- 
ment. 


When it is known that a bank con- 
trols a growing business, competing 
companies may decide to discontinue 
their accounts with the bank because of 
its activity in the operation of their 
competitor however slight it may be. 
Thus, a corporate trustee cannot ignore 
the effect that a trusteeship of a partic- 
ular business may have on its banking 
relationship with competing companies. 


Compensation 


Because of the time consuming prob- 
lems and responsibilities, these trustee- 
ships rarely show a profit and will often 
show a loss unless the trustee receives 
compensation in addition to that which 


is allowed for administering other types 
of property. The unquestioned need for 
such additional compensation has led 
to a study I am now making as a mem- 
ber of a new committee of the Trust 
Division of the American Bankers Asso- 
ciation. The committee’s initial report 
will contain conclusions as to practical 
bases for determining the amount to be 
paid and methods for obtaining pay- 
ment. It appears that the statutes of 
most states make no provision to com- 
pensate a trustee for the extra services 
performed in handling a business. Gen- 
erally, such compensation must come 
through agreement with the trustee or 
with beneficiaries made preferably be- 
fore the trust is administered. 


Some banks solve the problem of ob- 
taining adequate compensation by 
charging the business for all or part 
of the salaries of their staff members 
who devote time to its operation. But 
the legality of this arrangement is ques- 
tionable and may not have court ap- 
proval in all jurisdictions. It seems 
equitable, however, and morally justifi- 
able for a business to pay for services 
from which it receives direct benefit. No 
doubt as to legal proprieties can arise 
if the trustee is authorized by the terms 
of the trust instrument to make a charge 
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of this kind. In like manner, a trustee 
may be authorized, in suitable cases, to 
charge the business for work on its be- 
half and to accept such compensation 
in addition to that received as his cus- 
tomary trustee’s commissions. 


Approach to Management 


Chances for success in directing the 
operation will be greatly enhanced if 
the trustee’s initial approach to the 
management is carefully planned. Com- 
mon sense would suggest a get-acquaint- 
ed conference at an early date with key 
officers. Most of them must be anxious 
to know if the bank plans to continue 





the business or sell or liquidate it. Much 
can be gained by promptly giving them 
assurance that they will continue to be 
responsible for seeing that a good job 
is done and that the trustee will super- 
vise, rather than direct, as long as man- 
agement proves capable and works in 
harmony as a team. 

It is necessary, of course, for the 
trustee to satisfy itself that the business 
is being operated in accordance with 
approved business principles and sound 
procedures. A thorough inspection of 
the property and equipment by a quali- 
fied representative of the bank and, 
when necessary, by a professional busi- 
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ness consultant would be in order, with 
periodic inspections thereafter. Reports 
including all essential facts with the 
inspector’s comments and suggestions 
will form an important part of the trus- 
tee’s records. From them it can detect 
sources of waste and inefficiency which 
it may be able to eliminate with a con- 
sequent improvement in earnings. 









A competent trustee, while holding 
company executives responsible for 
effective management, will be alert to 
avoid all unnecessary risks. It will insist 
that approved accounting procedures 
be followed and that necessary audits 
be made. It is also important to ascer- 
tain that proper insurance coverage is 
provided. Any marked change in sales 
volume or in costs will be noted and 
the causes sought. 





“For Sale” 


A trustee who has decided to sell a 
business needs to go about it in an in- 
telligent manner to get a good price. 
If possible, it should be sold as a going 
concern instead of selling the assets 
in liquidation. It is well to give key 
executives a chance to buy, for their 
knowledge of its earning power may 
cause them to appreciate its intrinsic 
value more than any outsiders. Of 
course, beneficiaries should not be over- 
looked and if they do not wish to buy, 
because of their financial interest, they 
may be most zealous in finding a buyer. 
Occasionally, a business that has been 
operated as a loss can be sold because 
the buyer may want it to merge with 
a successful company for tax reasons 
to use the loss of one company to offset 
the profits of another. 


















Public knowledge that a business is 
being offered for sale will undoubtedly 
drive down the price a buyer is willing 
to pay. Consequently the trustee should 
offer it privately and, when possible, 
directly to a prospective purchaser. 









Much of the wealth that is accumv- 
lated today is produced by a large nun- 
ber of close corporations. As the own: 
ers of these businesses seek to protetl 
the values that they have built up ™ 
them by leaving them under the mat: 
agement of corporate trustees, more ané 
more banks are equipping themselves 
to accept trusteeships that include 3 
business. I am convinced that banks 
with a proper understanding of thel! 
duties and with adequate authorization 
can handle businesses in trust on terms 
that will make such accounts a welcomt 
addition to their trust business. 
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Trust Council Activities 


Recent meetings of Life Insurance 
and Trust and Estate Planning Councils, 
as reported to T.&E., were: 


Washington, D. C.—At the annual 
spring meeting, May 10, the following 
officers were elected: Pres.—Joseph L. 
Whyte, trust officer, American Security 
& Trust Co.; Vice Pres.—Chester R. 
Jones, C.L.U., general agent, Massachu- 
setts Mutual Life Insurance Co.; Sec.— 
Samuel J. Sugar, C.L.U., Sugar & Sugar; 
Treas.—Willard G. McGraw, trust off- 
cer, Union Trust Co. 


Central Florida—At the May 19 meet- 
ing, C. B. Kniskern, Jr., of the Miami 
firm of Felix Kniskern, Neuman & Rees, 
reviewed estate planning devices, cover- 
ing the following points: gifts in con- 
tempiation of death; charitable founda- 
tions; foreign real estate investments; 
trust funded by father to procure life 
insurance protection on son’s life for 
benefit of son’s family; ten-pay bank 
funded life insurance; a caveat concern- 
ing “formula-type” marital deduction 
will clauses. 


Northeast Florida—On May 26 the 
following new officers were elected: 
Pres.—Angus B. Rosborough, C.L.U., 
Massachusetts Mutual Life; Vice Pres. 
—William A. Hamilton, Esq., Jackson- 
ville; Sec.—P. W. Fisher, C.P.A., Hall 
& Fisher, Jacksonville; and Treas. — 
Reginald C. Wager, trust officer, Atlan- 
tic National Bank, Jacksonville. 

Boston—The 25th Annual Meeting 
on May 5 was the occasion for eleven 
past presidents being present at the 
head table (Lester von Thurn, Thomas 
G. Brown, M. Luther Buchanan, Hobart 
W. Spring, James E. Hollyday, Robert 
J. Lawthers, Frank A. Lynch, E. Ben- 
jamin Redfield, Jr., John G. Khouri, 
Philip W. Stocker, Ralph W. Ferguson). 
A talk on “The Role of the Stock Mar- 
ket in the Present Economic Cycle” was 
presented by John Harriman, financial 
editor of the Boston Globe. Council 
membership of 218 includes 139 life 
insurance men and 79 bank members. 


The following officers were elected: 
Pres.—Philip J. Potter, vice president 
of Second Bank-State Street Trust Co.; 
Vice Pres.— William R. Robertson, 
C.L.U., general agent of Massachusetts 
Mutual Life Insurance Co.; Treas.— 
John B. Harriman, assistant vice presi- 
dent of Boston Safe Deposit & Trust 
Co.; Sec.—Sumner Rodman, C.L.U., 
The Rodman Insurance Agency; Exec. 
Dir.—William Coogan. 

New Hampshire—James S. Barker, 
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vice. president and trust officer of Me- 
chanicks National Bank, Concord, was 
elected president of the newly formed 
New Hampshire Estate Planning Coun- 
cil. Other officers elected were: Vice 
Pres.: Hon. Emile Lemelin, Judge of 
Probate of Hillsborough County; Sec. 
—-Myron A. Hoyt, general agent of 
United Life Insurance & Accident Co.; 
Treas—Raymond W. Rawlings, trust 
officer of Merchants National Bank, 
Manchester, 


New Jersey—William E. Murray of 
Cadwalader, Wickersham & Taft, New 
York, spoke on “Short-Term Trusts.” 

Eastern New York—At the May 17 
meeting, the following were elected: 
Pres.—Edmund J. Moore, general agent 
of State Mutual Life Insurance Co.; 
Vice Pres.—Richard P. White, Esq., 
Whalen, McNamee, Creble & Nichols; 
Treas.—Everett W. Wyatt, trust officer 
of National Commercial Bank & Trust 
Co., Albany; Sec.—John H. Clyne, gen- 
eral agent of Phoenix Mutual Life Ins. 


Co. 


Buffalo—The May 2 meeting was ad- 
dressed by Robert J. Lawthers, man- 
ager of the Benefits and Pensions De- 
partment, New England Mutual Life 
Insurance Co. of Boston, who spoke on 
“Practical Aspects of the 1954 Revenue 
Code.” The Estate Planners of Western 
New York joined in the meeting, swell- 
ing the attendance to eighty. 


Cincinnati—John A. Reid, vice pres- 
ident 


of First National Bank, was 
elected president 
of the Council at 
the May meeting. 
He had served as 
chairman of the 
program commit- 
tee over the past 
year. Other officers 
elected include: 
Vice Pres. — Judd 
C. Benson, general manager, Cincinnati 
agency, Union Central Life Insurance 
Co.; Sec. & Treas—Julius W. Reif, 
vice president and trust officer of the 
Provident Savings Bank & Trust Co. 


Philadelphia—The subject of “Settle- 
ment Options v. Life Insurance Trusts” 
was discussed at the May 12 meeting 
by Frederick R. Griffin, agent, Connecti- 
cut Mutual Life Insurance Co., and A. 
C. Van Roden, trust officer, Pennsyl- 
vania Co. for Banking & Trusts. The 
following officers were elected: Pres.— 
Paul Rosenbaum, senior associate of 


Paul Rosenbaum & Associates and 
member of the Million Dollar Round 
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Table; Vice Pres.—James S. Maier, 
assistant trust officer, Provident Trust 
Co.; Sec.—John H. Marvin, Occidental 
Life Insurance Co.; Treas.— Timothy 
L. Lingg, trust officer, Philadelphia Na- 
tional Bank. 


Rhode Island—W. Gibbs McKenney, 
Esq., partner in the Baltimore firm of 
Lowe & McKenney, addressed the May 


16 meeting on “Estate Planning for the 







Business Man.” 


Dalias—The May 12 meeting was § © 
the occasion for a panel discussion of § © 
the important features of the 1954 § d 
Revenue Act as they apply to estate § te 
planning. The moderator was Albert A. § # 
Helfand, C.P.A. and the panel members § ¢: 
were: George E. Ray, Esq. of Ray & § @ 
Hammonds; James L. Walsh, Jr., Esq., J ¢ 
associate counsel, Southwestern Life 
Insurance Co.; Lee Branch, C.P.A.; and § as 
Ralph E. Scott, vice president and trust § or 





officer, First National Bank, Dallas. ar 
Milwaukee—At the June 6 meeting th 
Walter D. Freyburger, tax counsel of : 


the New York Life Insurance Co., spoke 
on “The Internal Revenue Code 19549 

. Some Problems relating to Life 
Insurance and Annuity Contracts” (see § PY 
page 476). a 


Hamilton (Ontario) —Officers of this 
Council are: Pres.—R. A. Mitchell, I 
C.L.U., Canada Life Assurance Co.; 
Vice Pres——A. L. Ambrose, Q. C., law- 

































yer; Sec.—Alex Lustig,. C.L.U., Sun Co 
Life Assurance Co. of Canada; Treas. § Fo 
—Warren E. White, trust officer, Na- fj Wil 
tional Trust Co., Ltd. pei 
Ottawa—The following officers have 3 
been elected: Pres.—John S. Forsyth, gay 
The Wyatt Co.; Vice Pres.—S. M. Clark, §),. 
Q. C., Clark, MacDonald, Connolly, par 
Affleck & Brocklesby; Sec.—G. E. Per- oy, 
rin, Aetna Life Insurance Co.; Treas.— in 
C. H. Ferris, personal trust department, § ,, 
Toronto General Trusts Corp. 
Toronto — Re-§ anc 

cently elected off ff edr 

cers are: Pres. —f ing 

J. D. Mingay off tat 

Prudential Assur: duc 

ance Co. of Eng §rep 

land; Vice Pres.— dec 

: G. A. Dew, man-fdea 

J. D. Mincay ager, Estate Analy-§{ pen 

sis Division, The Cla 

Canada Trust Co.; Sec.—K. Burn, Es fdec 
tates and Trusts Department, Chartered pa 
Trust Co.; Treas.—Gordon L. Francis, ind 
C.L.U., Great West Life Assurance Co.;§ 2 
and Bus. Sec.: William R. Scott, 302 sv 
Bay Street, Toronto. Reg, 
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Depvcrions—Estare Tax on INcome TAX? 


SIDNEY D. KRYSTAL 


Member of California State Bar, Los Angeles 


EDUCTIONS ARE THE TAXPAYERS’ DE- 

light. The executor’s delight, how- 
ever, is not wholly .unalloyed. In the 
course of probating an estate, some de- 
ductions are allowable only for estate 
tax; others are available for both estate 
and income tax; some are available for 
estate tax or income tax, but not both; 
and others are allowable solely for in- 
come tax purposes. 


The prudent executor will, of course, 
ascertain which deductions are available 
on a non-elective basis and see that they 
are claimed. But his duty does not end 
there. In the broad field of administra- 
tion expenses, deductions are available 
on an “either or” basis. The executor 
must decide whether to claim deductions 
for estate tax purposes or income tax 
purposes and his decision may result 
in substantial savings or cost to his 
estate. 


Deductions Allowable for Estate 
Tax Only 


Section 812 of the Internal Revenue 
Code! covers permissible deductions. 
For the purposes of this paper attention 
will be focused on Section 812(b) which 
permits deductions for (1) funeral ex- 
penses; (2) administration expenses; 
(3) claims against the estate; (4) mort- 


sgage and other indebtedness; and (5) 


losses incurred during settlement of the 
estate from fire, storm, shipwreck or 
other casualty or from theft to the ex- 
tent not compensated for by insurance 
or otherwise. 


The deductions for funeral expenses 
and unpaid mortgage and other indebt- 
edness are available solely for decreas- 
ing the size of the gross estate for es- 
tate tax purposes. So also are the de- 
ductions for claims against the estate 
representing personal obligations of the 
decedent existing at the time of his 
death, exclusive of valid claims for ex- 
penses, taxes, interest and depletion. 
Claims for personal obligations of the 
decedent such as charitable contribu- 


—— 
_1References are to 1939 Code unless otherwise 
indicated. 

*A deduction for claim based on charitable pledge 
Y subscription is deductible only if the pledge or 


subscription is enforcible against the estate. See 
Regulations 105, §81.86. 


June 1955 





This article is based on a paper pre- 
sented at the 1954 Forum on “Tax 
Aspects of Estate and Trust Plan- 
ning,” sponsored by Title Insurance 
and Trust Co. of Los Angeles. 











tions,” medical expense, alimony, etc., 


fall within this category and are allow- 
able solely for estate tax purposes. 


Deductions Available for Estate 
and Income Tax 


Some types of claims against the es- 
tate or indebtedness in respect of prop- 
erty of the estate which are properly 
allowable as estate tax deductions are 
also allowable as deductions in deter- 
mining the income tax of the estate. 
For example, interest accrued at the 
date of death but not paid by decedent 
is available as an estate tax deduction 
and is also available as an income tax 
deduction in the estate’s income tax re- 
turn for the year in which the interest 
is paid. 

Property taxes accrued at the date 
of death are deductible in determining 
estate tax and are also deductible in 
determining income tax. The coupling 
of Section 23(w) and Section 812 per- 
mits this double deduction. 


Section 812(b) provides that items 
listed above, exclusive of losses, are de- 
ductible in determining estate tax with- 
out any reference being made to in- 
come taxes. Section 812(b) specifically 
provides with respect to deductions for 
losses incurred during settlement of an 
estate not compensated for by insur- 
ance that they may be claimed as de- 
duction in the estate tax return only 
if not claimed for income tax purposes. 


Section 23(w) by reference to Sec- 
tion 126, provides for income tax de- 
ductions “in respect of a decedent.” In 
general, Section 126(b) permits the 
estate or other person receiving prop- 
erty of the decedent, who makes the 
payment, to deduct for income tax pur- 
poses the items specified in Section 23- 
(a), (b), (c) or (m) relating to de- 
ductions for expenses, interest, taxes 
and depletion.* The result of these sec- 
tions is that if, for example, real prop- 


erty taxes had accrued at the date of 
death and therefore would have been 
deductible by decedent had he paid 
such taxes before death, the taxes are 
deductible by the executor who pays 
them in the year paid. Furthermore, 
such taxes are also deductible in de- 
termining the estate tax. 


Other items in this category of double 
deduction are interest, depletion and 
expenses. It is to be noted that Section 
126 refers to expenses as set forth in 
Section 23(2) which encompasses both 
trade and business expenses and non- 
trade and non-business expenses. The 
scope of trade or business expenses and 
non-trade or non-business expenses 
available for this double deduction is 
all inclusive and hardly warrants a de- 
tailed listing in this paper.* The import- 
ant thing is that the item must have 
been an item of expense which would 
have been deductible by the decedent 
if paid by the decedent. For example, 
if the decedent had incurred liability 
to his accountants or attorneys for pre- 
paring income tax returns and such 
liability was unpaid at the date of death, 
the executor can deduct the amount of 
the claim for such liability of the de- 
cedent as an estate tax deduction and 
can also take a deduction for income 
tax purposes in the year the claim is 
actually paid. 


The mere fact that the item would 
have been deductible by the decedent 
had he paid it does not make the item 
deductible by the executor for income 
tax purposes. The item must have qual- 
ified as a deduction for the decedent 
under Section 23(a), (b), (c) or (m). 
Items such as unpaid medical expenses 
or alimony, or charitable contributions, 
which would have been deductible by 
the decedent, are available as estate 
tax deductions but not for income tax 
purposes. 


The conditions under which items are 
deductible for both income tax and es- 


8Section 126 relates to income in respect of dece- 
dents. It also provides for deduction in respect of 
decedents. That is, items that would have been de- 
ductible by the decedent if paid by the decedent 
before death and not properly allowable in any 
prior year of the decedent. 


4See Regulations 118 §39.23(a) (1) and (a) (15). 
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tate tax purposes under the foregoing 
principles are: 

1. The decedent must have been 
liable for the item at the time of his 


death. 


2. The liability must be founded on 
a promise or agreement and must have 
been bona fide contracted and for an 
adequate consideration, or imposed by 
law. For example, in the case of inter- 
est, money must have been borrowed or 
other consideration rendered which 
would support a bona fide rate of in- 
terest. Property taxes are, of course, 
imposed by law. This requisite is essen- 
tial for the estate tax deduction. 


3. The item is not properly allow- 
able as a deduction in the final income 
tax return of the decedent or in any 
prior year of the decedent. This usually 
refers to accounting problems and the 
distinction between the decedent being 
on a cash receipts and disbursements 
or accrual basis.° 


5For example, assume real property taxes which 
have accrued and are delinquent at the date of 
decedent’s death. If the decedent was on the ac- 
crual basis, the item is available as an estate tax 
deduction but not as an income tax deduction, even 
though the executor pays the taxes, because the 
item was available as a deduction to the decedent 
either in his final income tax return or in a prior 
tax return. If the decedent, however, was on the 
cash basis, the executor would be entitled to the 
deduction for income tax purposes. 
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4, The estate must be liable for the 
payment of an item. Continuing with 
the example of real property taxes, if 
the real property does not become part 
of the estate for any purpose but passes 
directly to the heirs, the estate is en- 
titled to an estate tax deduction but 
not to an income tax deduction. The 
heirs who received the property would 
be entitled to the income tax deduction 
in the year in which they pay the real 
property taxes. 


5. The estate must actually pay the 
item. If the item is not paid by the 
executor in the course of administra- 
tion, it can not be deducted for income 
tax purposes even though it can be de- 
ducted for estate tax purposes. 


Deductions Available for Estate 
Tax or Income Tax 


Administration expenses are deduct- 
ible either for estate tax or income tax, 
but not for both. Administration ex- 
penses constitute such items as court 
costs and filing fees, certification and 
notarial fees, appraiser’s fees, proper 
traveling expenses, executor’s commis- 
sions, attorneys’ fees, accountant’s fees, 
storage and maintenance expense and 
selling expense, if the sale is necessary 
to effect distribution.® The courts have 
also allowed such items as cost of pre- 
paring income and estate and inheri- 
tance tax returns,’ cost of tax litiga- 
tion,® cost of operating and maintain- 
ing real estate,® and litigation relating 
to estate properties.!° 


It is now generally recognized that 
most administration expenses are de- 
ductible for income tax purposes under 


6See Regulations 105 §81.32, 33, 34 and 35. 


7See James D. Bronson, 7 B.T.A. 127 (1927), 
aff’d, 32 F. 2d 112, C.C.A. 8th 1929. 

8Mallock V. Westover, 51-1 USTC-P 10,816 (S.D. 
Cal. 1951). 

See Robert J. Kleberg, Executors, 31 B.T.A. 95 
(1934). 


1loSee Estate of Virgil L. Highlund, 43 B.T.A. 
598 (1941), aff’d, 124 F. 2d 556, C.C.A. 4th 1942. 





Section 23(a)(2). To prevent double 
deductibility Section 162(e) provides 
that amounts allowable as a deduc- 
tion under Section 812(b) in com- 
puting the net estate of a decedent shall 
not be allowed as a deduction under 
Section 23 in computing the net income 
of the estate unless a waiver of the es- 
tate tax deduction is filed. According- 
ly, the general run of estate expendi- 
tures will fall under the category of 
administration expenses and may be 
deducted for one purpose or the other, 
estate tax or income tax, and here the 
executor must make his decisive choice. 


Section 162(e) leaves various ques- 
tions unanswered: 
(1) May some administration ex- 


penses be claimed for estate tax pur- 
poses and some for income tax? 


(2) May part of the same item be 
claimed for estate tax and part for 
income? 

(3) What is the ultimate time and 
manner of exercising the election? 
These questions have been resolved by 

recent Treasury rulings. 


It is now clear that the choice may 
be made on an item by item basis and 
that the same item may be divided.!* 
A portion of the executor’s commission, 
for example, may be claimed for estate 
tax purposes and the remainder claimed 
as a deduction for income tax purposes. 
Two rulings manifest an exceedingly 
liberal attitude concerning the time and 
manner of exercising the election. 

The Regulations provide that the 
statement and waiver required by Sec- 
tion 162(e) should be filed with the in- 
come tax return for the year in which 
the item is claimed as a deduction or 


with the Commissioner of Internal Reve- § 


nue for association with the return.” 


11§162(e) specifically excludes from its scope de- 
ductions permissible under §23(w), thus permit- 
ting double deductions for the items covered under 
point II above. 

2].T. 4048, 51-1 CB 1939. 


18Regulations 118, §39.162-1. 
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The statement to be filed is “to the effect 
that the items have not been claimed or 
allowed as deductions from the gross 
estate of the decedent under Section 
812(b).” A literal reading of this por- 
tion of the Regulations supports the 
concept which, until recently, prevailed 
that claiming the item as a deduction in 
the estate tax return precluded the 
executor from claiming the deduction 
in the income tax return because he 
could not state that the item had not 
been “claimed or allowed.” 


However, in Revenue Ruling 240 
published in 1953 the Commissioner 
decided that mere claiming of a deduc- 
tion by the executor in the estate tax 
return does not prevent him from 
changing his mind and claiming the 
item as income tax deduction at any 
time prior to the actual allowance of 
the deduction upon audit of the estate 
tax return.'* It is apparent that the 
Commissioner has now determined that 
the word “or” in Section 162-1 of his 
Regulations means “and.” Also under 
this ruling, an item may be claimed 
for estate tax purposes upon audit of 
the estate tax return even though the 
item is not listed in the estate tax re- 
turn and is claimed in the income tax 
return. The important time factor ap- 
pears to be the filing of the statement 
and waiver of deduction for estate tax 
purposes. This waiver may be filed or 
withheld at any time prior to the deter- 
mination of estate tax liability on audit, 
even though the item has been there- 
tofore claimed for income tax purposes. 


The filing of the statement and 
waiver is not necessary to obtain the 


» estate tax deduction but is essential to 


obtain the income tax deduction. Ac- 


tax return. If desired as an income tax 


141953 Int. Rev. Bull. No. 3 at p. 6. 


deduction, the filing can be made at any 
time prior to actual allowance of the 
item for estate tax purposes regardless 
of whether the item was or was not 
taken as a deduction on the income tax 
return as filed. 


Prior to the publication of this rul- 
ing the careful executor would make 
calculations to determine the maximum 
benefit to be derived from the deduc- 
tions. This naturally would involve a 
comparison between estate tax and in- 
come tax brackets, an estimate of the 
time of payment of the items, a deter- 
mination of whether the income was 
to be accumulated or distributed, and 
a careful allocation of the items in part 
or in whole against the one tax or the 
other. These calculations were normally 
made before the filing of the estate tax 
return. For example, if it was deter- 
mined that the deductions would be of 
much greater benefit from any income 
tax standpoint than an estate tax stand- 
point, the executor might schedule pay- 
ment of administration expenses over 
the full estimated period of administra- 
tion to achieve the maximum income 
tax benefit. 


In many situations, the executor is 
unable to make accurate computations 
in advance to determine the precise rela- 
tive savings involved. Complicated prob- 
lems of valuation, inter-vivos transfers 
and other factors may materially change 
the estate tax bracket from that which 
will appear on the return as filed. No 
longer is the executor forced to make 
a best guess. The Treasury Department 
has decided that the executor is not re- 
quired to elect until such time as he 
has all the facts at his command. He 
can wait until the estate tax return is 
actually audited before filing his state- 
ment and waiver, which is the effective 
act of election. 


In order to prevent accrual of interest 
on tax deficiencies, it would appear wise 
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for the executor, particularly in the 
case of large estates, to make his cal- 
culations as in the past and claim the 
deductions for estate or income tax pur- 
poses predicated on facts known at the 
time the returns are filed. 


The Section of Taxation of 
American Bar Association suggests: 


the 


“If there is any doubt as to whether 
it is preferable for an estate to de- 
duct administrative costs for estate 
tax or income tax purposes, deduct 
the administrative expenses upon the 
income tax return but hold off filing 
the waiver which disavows the right 
to claim an estate tax deduction. The 
waiver may be filed as long as the 
year is still open and need not be 
filed with the income tax return for 
the year. This delay will furnish addi- 
tional time for consideration and will 
permit a switch to be made from the 
income tax deduction originally taken, 
See Rev. Rul. 240, Int. Rev. Bul. No. 
23 (11/9/53) p. 6.7715 


The deduction for losses incurred in 
the settlement of an estate is not gov- 
erned by the provisions of Section 162- 
(e). Rather, Section 812(b) specifically 
provides that such deductions are per- 
missible “if at the time of the filing of 
the return [estate tax] such losses have 


15Amer. Bar Assoc. Section of Taxation Bulletin 
of March, 1954, p. 14. 
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not been claimed as a deduction for 
income tax purposes in an income tax 
return.” It has been suggested that the 
scope of Section 162(e) is broad enough 
to cover deductions for such losses.’® 
Be that as it may, because of the speci- 
fic wording of Section 812(b) above 
quoted, it would appear that the execu- 
tor can not safely rely on the Revenue 
Ruling 240 in connection with deduc- 
tions for losses and that if deduction 
for loss is claimed in an income tax 
return, the executor is foreclosed from 
claiming the deduction for estate tax 
purposes. The mere act of claiming the 
deduction for income tax purposes is in 
this case the election. 


Deductions Availahle Solely for 
Income Tax 


In rare situations some expenses, 
while deductible for income tax pur- 
poses by the estate, would not qualify 
as deductions for estate tax purposes. 
This is true of items such as business 
expenses incurred in connection with 
the conduct of the business of an es- 
tate as a business and not in connection 
with preparing the estate for settlement 
and distribution. 


1Income Tax Planning for Executors, R. Pal-' 


mer Baker, Jr., 9 Tax Law Review, No. 3, March 
1954, page 281 at 294. 





Such items would qualify as business 
expenses deductible from the income of 
the estate but would not qualify as 
proper administration expenses deduct- 
ible on the estate tax return. Such ex- 
penses might be incurred after the 
normal period of administration of the 
estate, or in connection with a going 
business that the executor must operate 
and conserve until such time as the 
business can be sold or turned over 
to the beneficiaries. 


The Revenue Code of 1954 


The Revenue Code of 1954 makes no 
basic change in the matter of the de- 
ductions discussed in this paper. Double 
deduction of administration expenses is 
denied. It is to be noted that the perti- 
nent provisions for filing of statement 
and waiver refer only to amounts al- 
lowed at any time as deductions for 
estate tax. See Sections 642(g), 2053 
and 2054. 


Thus the Revenue Code of 1954 fol- 
lows the principle of Revenue Ruling 
240 and takes the sting out of the waiver 
requirements. The executor now, as a 
matter of statutory law, is not faced 
with an election until such time as all 
facts necessary to make an intelligent 
choice are known. Nonetheless, it be- 
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hooves the prudent executor to make 
calculations on an estimated basis so 
that if deductions are to be claimed for 
income tax purposes the payment there. 
of may be made in the years which will 
provide the maximum tax benefit. 


A A A 


A Flexible Charitable Trust 

The E. H. Thurman Charitable Foun- 
dation for Children has been established 
under Mr. Thurman’s will, with Colonial. 
American National Bank, Roanoke, as 
trustee, for the benefit of “needy and 
necessitous children” in the Common- 
wealth of Virginia. 

Mr. Thurman directed that after pay- 
ing the cost of maintaining his former 
home, and $200 per month to a life bene. 
ficiary, the remaining income — esti- 
mated at bewteen $120,000 and $150,000 
when current investments are fully at 
work — should be used for “the care, 
feeding, clothing, shelter, welfare, train- 
ing, education, health comfort and Chris. 
tian upbringing” of needy children in 
Virginia. Preference may be given in the 
discretion of the trustee — and if war- 
ranted — to children of the city and 
county of Roanoke. 

By way of illustrating the kind of 
charitable work he had in mind, Mr. 
Thurman listed 10 organizations: the 
Boy and Girl Scouts, the Y.M.C.A. and 
Y.W.C.A., five homes and orphanages, 
and a hospital for crippled children. 
Other organizations working for the 
benefit of children may be considered 
provided they are included in the In- 
ternal Revenue Service’s list of organi- 
zations contributions to which are de- 
ductible under Sections 23(0) and 23(q) 
of the Code. 

Income is to be distributed by the 
trustee at least quarterly in each calen- 
dar year. No one organization is to re- 
ceive more than 10% of the income in 
any one year, but gifts to any organiza- 
tion may be continued for more than one 
year in the discretion of the trustee. 


A A A 


Four Decades of Charitable 
Giving 

The Chicago Community Trust, which 
in 1916 contributed $5,700 to three in- 
stitutions, in 1954 distributed a record 
$602,187 among 225 organizations. Over 
the forty year period of its existence the 
Trust has distributed a total of $7,346,378 
to 375 agencies and institutions. Educa- 
tion received the largest amount — 
$1,683,381 — and other fields receiving 
over a million dollars each were family 
service, group work, and hospitals and 
health. 

The assets of the Community Trust, 
which amounted to $200,000 at the close 
of the first year, totaled $12,133,225 at 
the end of 1954. The financial trustees 
are seven Chicago banks and trust com- 
panies. 
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Pennsylvanians Hit Tax Bill, 
Elect Starr Trust Division 
President 


The Leader Administration tax bill 
would stifle the growth and expansion 
of industry in Pennsylvania, and im- 
pose unjustifiably higher taxes on divi- 
dends, interest, rents, and _ royalties, 
Sidney D. Kline, president of the 
Pennsylvania Bankers Association, told 
newspapermen at a_ press luncheon 
opening the Association’s 6lst annual 
convention at Atlantic City on May 22. 
“Governor Leader has suggested a large 
number of new taxes of varying rates, 
including increased burdens on our in- 
dustry which is already heavily over- 
taxed in relation to our neighboring 
states and the nation as a whole,” said 
Mr. Kline, who is president of Berks 
County Trust Co., Reading. 


“The Governor would classify those 
who rely on income from investments, 
which they were thrifty enough to 
accumulate, into a less favorable posi- 
tion, hitting widows, retired individuals, 
and minors whose source of livelihood 
depends upon this income. This would 
make the thrifty people of Pennsylvania 
second and third class citizens,” Mr. 
Kline remarked. “A tax which attempts 
only to ‘soak the rich,’ either individual 
or corporation, soon fails to raise the 
total revenue expected. Invested wealth 
can, and does, migrate. The wealthy 
man moves his estate to another state 
having fairer tax imposts. Corporations 
do the same.” 


A special “task force” was named 
by Trust Division Chairman George M. 
Fehr, to study the impact of the bill 
on estates, trusts, and beneficiaries. The 
“task force” is working in conjunction 
with PBA Counsel John Y. Scott and 
the PBA State Legislation Committee 
whose chairman is Harold S. Overholt, 
vice president, Mellon National Bank 
& Trust Co., Pittsburgh. Members of 
the “task force” are: George W. Horns- 
by, vice president, Girard Trust Corn 
Exchange Bank, Philadelphia; William 
E. Magee, trust officer, Mellon National; 
John L. Propst, vice president, Mellon 
National; Paul C. Wagner, senior vice 
president, Fidelity - Philadelphia Trust 
Co.; and John E. Williams, vice presi- 
dent, Provident Trust Co., Philadelphia. 


They will make recommendations con- 
cerning possible amendments to the bill 
which would streamline and make less 
costly the operation of banks under the 
bill. The proposed measure places a 5% 
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Officers of the Pennsylvania Bankers Association Trust Division chat at annual meeting 

on May 24 at Atlantic City. (Left to right) George M. Fehr, 1954-55 Trust Division Chair- 

man, and trust officer, Commonwealth Trust Co., Pittsburgh; Richard A. Starr, Trust 

Division Chairman-elect for 1955-56, and executive vice president and trust officer, First 

National Bank in Sharon; 1955-56 Vice Chairman H. Townsend Bongardt, vice president, 

Tradesmens Bank & Trust Co., Philadelphia; and 1954-55 Secretary-Treasurer Robert U. 
Frey, assistant vice president, The Pennsylvania Co., Philadelphia. 


tax on dividends and a 4% tax on in- 
terest, rents and royalties. The bill 
would also require fiduciaries to make 
detailed reports. 


Personnel Training 


The current lack of personnel quali- 
fied by training and experience to carry 
on the increasingly intricate and tech- 
nical procedures common to both bank 
operation and bank supervision is a 
matter of concern to the Pennsylvania 
Department of Banking and to the 
banking industry, Robert L. Myers, Jr., 
secretary of the Pennsylvania Depart- 
ment of Banking told the bankers. In 
a recent American Bankers Association 
poll, 92% of the banks indicated that 
failure to develop adequate successor 
leadership is the most glaring weak- 
ness of current bank management, he 
said, the roots of which are found in 
three deficiencies in bank personnel 
policy: (1) low wage scale; (2) lack 
of adequate pension and_ retirement 
planning; and (3) lack of opportunity 
for advancement. To illustrate the 
analoguous situation in the Department 
of Banking, the speaker quoted a pres- 
ent need of no less than 12 men to fill 
existing vacancies in the higher grades 
of the examining service, with 25% of 
the present staff above retirement age. 


The State retirement system is rea- 
sonably adequate, Mr. Myers said, and 
he plans a periodic review of the ca- 
pacities of the examiners as a basis 
for advancement and salary adjust- 


ments. Even without a definite tenure 
policy reasonable assurance as to ten- 
ure can be given to prospective exam- 
iners on the basis of the established 
record. 


Since the Department and many of 
the institutions under its supervision 
have this personnel problem in com- 
mon, Mr. Myers suggested a coopera- 
tive recruiting and training program. 
The principal source of recruits will be 
the graduates of the schools, colleges 
and universities of Pennsylvania _hav- 
ing well administered courses in ac- 
counting, finance and banking. Letters 
and descriptive circulars will be sent 
to the schools and representatives of 
the Department will meet with members 
of the graduating classes interested in 
banking as a career. 


The first phase of the program is 
the development of job specifications 
for the various grades of positions, cov- 
ering not only the nature of the duties 
to be performed, but minimum stand- 
ards for qualifying education, training 
and experience. A general job study of 
all positions with the State government 
under control of the Governor is now 
under way, the speaker said, and being 
administered by a group of specialists 
in the field of personnel administration. 
The development of specifications for 
the Department of Banking will be ex- 
pedited so as to be utilized immediately 
in the program outlined above. 


Oral interviews will be conducted by 
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the Secretary of Banking or a Deputy 
Secretary and an advisory group of 
bankers or officers of other institutions 
subject to the supervision of the De- 
partment. Examinations will be devel- 
oped and administered by persons espe- 
cially trained and qualified for that 
work, 


New employees who have had satis- 
factory banking experience will be 
trained in service in the examining tech- 
niques. The training of new employees 
who have had no banking experience, 
or an insufficient amount, will be more 
difficult. Familiarity with routine bank- 
ing operations is basic equipment for 
a bank examiner and essential to an 
adequate examining program. The only 
laboratory is a bank. Proper training 
of such recruits, the speaker advised, 
involves giving them opportunities actu- 
ally to participate in the operation of 


banks. 


The banks cooperating in the program 
should be large enough to permit the 
trainees to work in diversified depart- 
ments a sufficient length of time to 
acquire familiarity with the procedures 
used. An advisory committee of bankers 
and representatives of the Department 
will select the bank in which the trainee 
is to be placed, provide for adequate 
supervision of his work and _ periodic 
reports to the Department. 


It will be essential that there be a 
clear understanding between the De- 
partment, trainees and banks that the 
trainees shall remain in the State ser- 
vice a sufficient time to justify the train- 
ing furnished to them. Compensation 
to be paid to trainees during the train- 
ing period, and the basis of dividing 
the cost between the training bank and 
the Department of Banking can be 
worked out on- some equitable plan. 
The services of the trainee will be of 
value to the bank, for which it will be 
willing to pay a reasonable amount. 


The ultimate value of the training in 
increasing the efficiency and effective- 
ness of the bank examiners will be re- 
flected in better and less costly exam- 
inations. This will result in reducing 
charges to individual banks for their 
periodic examination and in lower an- 
nual assessments for the Department 
overhead cost. 


The examining force of the Depart- 
ment could become unstable and _ its 
efficiency be reduced by the withdrawal 
of the better qualified men to enter the 
service of banks. However, it is to be 
expected that withdrawals prior to 
normal retirement will be the exception 
rather than the rule. The addition of 
well trained young men in the service 
of the Department with adequate com- 
pensation, reasonable security in ten- 
ure and an adequate retirement plan 
would tend to strengthen morale, the 
speaker opined. 


Starr Heads Trust Division 


In his report as retiring chairman of 
the Trust Division, Mr. Fehr, who is 
trust officer of Commonwealth Trust 
Co., Pittsburgh, cited the special activi- 
ties of the Taxation and Trust Develop- 
ment Committees in connection with the 
Division’s Trust School last December, 
at which one day was devoted to “Estate 
Planning,” and the second to the In- 
ternal Revenue Code of 1954. The grow- 
ing popularity of the School program 
is evidenced by the increased registra- 
tion at each of the three sessions held 
since 1953: From 192 to 225 to 299, 
Another School is planned for October 
20-21, at the Penn-Harris Hotel in 
Harrisburg. 


Mr. Fehr commented on the excellent 
relations with the New York and New 
Jersey Trust Divisions, remarking on 
the PBA’s interest in the development 
of the “Bank Fiduciary Fund” in New 
York. The Tri-State Trust Conference 
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Committee is working with like groups 
from New York and New Jersey for the 
simplification of procedures in doing 
trust business across State lines. 


Trust resources in Pennsylvania 
reached a total of $6,770,499,776 as of 
December 31, 1954, in 321 institutions, 
Mr. Fehr reported, an increase of ap- 
proximately 114% over the preceding 
year. 

Richard H. Starr, executive vice 
president and trust officer, First. Na- 
tional Bank in Sharon, was elected 
chairman of the Trust Division for 
1955-1956. H. Townsend Bongardt, 
vice president, Tradesmen’s Bank & 
Trust Co., Philadelphia, was elected 
vice chairman of the Division. Clinton 
L. Keister, senior vice president and 
senior trust officer, Dauphin Deposit 
Trust Co., Harrisburg, was elected 
treasurer in accordance with newly en- 
acted by-laws which provide that the 
former office of secretary-treasurer be 
divided into two positions. The secre- 
tary will be appointed by the Trust 
Division -Executive Committee at its 
first meeting in the fiscal year. Robert 
U. Frey, assistant vice president, The 
Pennsylvania Co., Philadelphia, is now 
serving his 39th term as secretary-treas- 
urer. 
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| Reber ATTAINING STATURE AMONG 
the leading trust groups in the 
nation, the Iowa Corporate Fiduciaries 
Association held its seventh annual con- 
ference in Des Moines on May 17-18, 
with approximately 50 members. Her- 
bert W. Braack, vice president and trust 
officer of Davenport Trust and Savings 
Bank, was elected president to succeed 
C. Ream Daughrity, trust officer of Iowa- 
Des Moines National Bank. The new 
vice president is Russell Hess, who holds 
that title at Merchants National Bank in 
Cedar Rapids, and the secretary-treas- 
urer is Edward L. Carmody, vice presi- 
dent of Davenport Trust and Savings 
Bank. A. L. Vogl, vice president and 
trust officer of American Trust and Sav- 
ings Bank of Dubuque, was elected 
chairman of the executive committee. 


Legislation 

The most important piece of proposed 
legislation in 1955, from the point of 
view of the trust business — House 
File 276 to exempt pension funds from 
the monies and credits tax — passed the 
House but was defeated in committee in 
the Senate, reported President Daugh- 
rity. The only bill to pass was House 
File 496, a permissive act prescribing 
how the probate court may determine 
the heirs of a decedent who dies with 
or without a will. Subject to the right 
of appeal in civil cases, and the right 
of any aggrieved person within one year 
to petition to correct, the court’s decree 
becomes binding. 


The lack of modern trust legislation 
in Iowa was decried by the speaker who 
pointed out that 34 states now have en- 
acted some form of the prudent man 
rule for investments, and that in another 
couple of years “Iowa may well be the 
last state without some form of the 
prudent man rule.” He suggested that 
the effort to obtain a legislative pro- 
gram was “perhaps the only permanent 
single activity which our organization 
should seek to maintain.” 


The history of modern corporate 
trusteeship as an essentially American 
development was briefly traced, after 
which Mr. Daughrity reviewed the main 
provisions of Regulation F relating to 
trust departments. He pointed out that 
in Iowa there are 28 state banks and 18 
national banks with trust departments. 
The national banks must follow Regula- 
tion F, but the speaker advised the state 
institutions to accept its provisions also 
as the minimum standard. 
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In regard to the formation of a trust 
committee the speaker advised that a 
“one-man operation” might gain even 
greater benefit than a larger department. 
The committee would help to think out 
problems and to share responsibility. 
It has been suggested that smaller banks 
might even consider having the whole 
board of directors act as the trust com- 
mittee. Commercial officers and directors 
can help solve many practical problems 
of handling property and business in- 
terests. For day-to-day developments and 
thinking in the trust field the speaker 
recommended the Trust Bulletin and 
Trusts and Estates, the latter character- 
ized by Mr. Daughrity as the trustmen’s 
“bible.” 


Why Associations? 


The philosophy of a professional as- 
sociation can be summed up in three 
words: “People Working Together.” 
This was the theme of the remarks by 
Clyde E. Jones, president of the Iowa 
State Bar Association and member of 
the Ottumwa firm of Jones, White, Starr 
& Johnson. The individual eventually 
shares the prosperity that results from 
people working together, said Mr. 
Jones who then cited the reply of a 
corporation president to the question 
why he joined so many business organ- 
izations when his firm was large enough 
to maintain its own research and legis- 
lative bureaus. That answer was: “The 
one thing we are afraid of is ignorant 
competition.” 


Similar fundamental reasons exist for 
active associations of lawyers and cor- 
porate fiduciaries, according to Mr. 
Jones. Success for both groups depends 
to a large extent upon favorable public 
relations. When one lawyer fails to 
represent his client efficiently through 
lack of education or preparation, or 
charges a fee out of line with that 
charged by other qualified attorneys, 
public confidence in the profession is 
impaired. The same can be said with 
respect to the service rendered by a 
trust department, the speaker com- 
mented. 


Remarking on the important comple- 
mentary functions performed by both 
groups in assisting individuals in exer- 
cising their property rights and in 
planning and administering their estates, 
Mr. Jones expressed the hope for con- 
tinuation of the present campaign of 
educating the public to the benefits of 








fiduciary services and the necessity for 
legal services. He closed with a quota- 
tion from American Bar Association 
President Loyd Wright’s article in the 
February issue of TRUSTS AND EsTATEs 
on the common responsibility of lawyers 
and trustmen to give leadership. 


Investments 


Common stocks have stood up better 
than bonds in inflationary periods in 
protecting the purchasing power of trust 
funds and, even though their selection 
and supervision require greater care 
and experience, satisfied customers pay 
off in greater trust volume, according 
to John F. Sullivan, partner, Merrill 
Lynch, Pierce, Fenner and Beane of 
New York City, members of the New 
York Stock Exchange. AAA bond yields 
over the last 25 years have fallen from 
4.73% to around 3%, coupled with 
sharply higher income taxes and living 
costs, hence the advantage of equities 
in yield alone, not to mention the factor 
of capital growth, has turned the scales 
in their favor. 


Although individual considerations 
must determine investment action, Mr. 
Sullivan felt that current conditions 
warranted an equity percentage in the 
40% range, possibly rising to 50%. 
Industry diversification is essential, he 
said, with participation limited to the 
blue chips, among which he mentioned 
the chemicals, insurance and_ bank 
stocks, public utilities, consumer groups, 
followed by basic industries requiring 
a larger element of timing such as the 
oils, steels, motors and electrical equip- 
ments. In today’s market, caution and 
close study are in order in an effort to 
time purchases to obtain a reasonable 
average cost, in illustration of which 
Mr. Sullivan cited a charitable fund 
with which he has been connected which 
has doubled its income by acquiring 
common stocks over a period. 


A panel session on investments sched- 
uled to be moderated by Clyde H. Doo- 
little, senior vice president of Iowa-Des 
Moines National Bank, was cancelled 
for lack of time. 


Other Highlights 


At the banquet on Tuesday evening, 
John C. Partee, economist with the 
Federal Reserve Bank of Chicago, dis- 
cussed economic conditions and business 
prospects. On the following morning, 
current problems in trust administration 
were outlined by John C. Whitten, vice 
president of The First Trust Co. of 
Lincoln, Neb. 
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700 Attend Cleveland’s Central 
National Bank Annual Meeting 


Almost 700 people attended the an- 
nual meeting for stockholders of Central 
National Bank, Cleveland, this year in 
contrast to the 40 to 50 of past years. 
The reasons are not hard to find. Plans 
for the 1955 meeting featured an illu- 
strated report by the president, a panel 
discussion period with a group of the 
oficers, a luncheon and a tour of the 
bank. Even people who could not attend 
took the trouble to write in favorable 
comment on the arrangements for the 
meeting. 


The meeting was held at a downtown 
hotel where the president’s report was 
illustrated with colored slides. Note pads 
and pencils aided the shareholders in 
recording questions as the report pro- 
gressed, and these were taken up in the 
discussion period that. followed. Seven 
of the officers participated, including 
A. C. Knight, vice president in charge 
of the trust department. Among the 
questions asked—far too numerous to 
complete the answering—were the fol- 
lowing of particular interest to readers 


of T.&E.: 


“Are any of the assets of the trust 
department included in the bank’s pub- 
lished statements? None of the securi- 
ties and investments of the Trust De- 
partment are included in the bank’s 
published statement. All such securities 
and investments are kept separate... 
Trust Department cash appears in the 
bank’s published statement.” 


“Do you buy common stocks in your 
trust department? Yes—we have fol- 
lowed such a policy for more than 20 
years. .. . What may be an appropriate 
amount of common stocks to buy in anv 
trust depends on the carefully analyzed 
circumstances of the trust.” 


“Will assets of employees’ pension 
trust contain stock of Central National 
Bank? The terms of the trust for the 
Employees’ Retirement Plan provide for 
the purchase of stock of the bank to 
the same extent that any other stock 
of trust investment quality may be pur- 
chased” (maximum of 5% of the pen- 
sion fund taking investments at their 
actual cost). 


“Who will vote the stock of this bank 
purchased by the deferred part of the 
profit-sharing trust? .. . may be voted 
by the bank as trustee with respect to 


all matters except the election of direc- 
tors,” 


After the meeting 675 shareholders 
stayed for luncheon and 250 went to 
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Officers panel at the question-and-answer period of the annual meeting of Central National 

Bank, Cleveland. President Loring L. Gelbach is at the rostrum. The others are, 1. to r.: 

J. C. McHannan, chairman of the board; M. W. Moran, cashier; J. M. Killpack, senior 

vice president; R. C. Huelsman, vice president and comptroller; H. R. Harris, vice 

president in charge of one of the loan administration divisions; and A. C. Knight, vice 
president in charge of the trust department. 





the bank afterwards by chartered bus 
for a tour through each department of 
the main office. The tour was conducted 
in groups of eight or ten, many of the 
visitors having never before been be- 
hind the scenes in a bank. Officers, di- 
rectors and staff all felt that the day’s 
activities comprised the best public re- 
lations program the bank has ever ex- 
perienced. 


A A A 


@® The trust departments of state char- 
tered institutions in Virginia attained ag- 
gregate earnings of $972,533 for the 
year ended December 31, 1954, according 
to the recently issued annual report of 
Commissioner of Banking Ritchie. 


California Trusts Up 7% 


Mid-April reports from California 
state-chartered trust companies and 
trust departments of banks show total 
trust resources to be $2,166,136,000. 
This represents 3% less than at the 
year-end but 7.13% more than at the 
corresponding date in 1954. Of this 
amount $336,036,000 was in court ac- 
counts and $1,830,135,000 in private 
accounts. The three largest liability 
categories were court accounts as ex- 
ecutor, administrator, etc. ($320,905,- 
000), private trusts held under special 
agreement ($472,346,000) and private 
accounts including escrows, safekeeping, 


etc. ($1,357,789,000) . 
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FIDUCIARY SERVICE IN IOWA 


Fully equipped and experienced to handle your fiduciary needs in 
Iowa, the Trust Department of this Bank offers a complete service. 


*ITOWA-DES MOINES 
. NATIONAL BANK 


Member Federal Deposit Insurance Corporation 


Des Moines, Iowa @ Founded 1868 
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TRUST PANEL 
(Continued from page 474) 


dreds to one. There are some 1,400 to 
1,600 in Metropolitan Toronto. Whether 
we like it or not, we have no monopoly 
or control over the wishes, desires or 
actions of our clients. Underwriters will 
inevitably call on and disturb them. 
The underwriters—for the most part, 
today well trained, well informed—make 
a living disturbing people and selling 
life insurance. 


Trustmen should take the lead and 
the initiative in forming Life Insurance- 
Trust Councils in any town or city of 
a size sufficient to support such an or- 
ganization. The Toronto Council em- 
braces most of the Million Dollar pro- 
ducers as members, There is greater 
understanding between the two groups 
than ever before. Underwriters are no 
longer steeped in the one-sided premise 
that optional methods of settlement are 


the only answers to dealing with life 
insurance proceeds. These Million Dollar 
men are among the greatest boosters of 
flexibility and a trust Will administered 
by a trust company. Cooperation to- 
wards the life insurance industry, and 
the life underwriter generally, will in- 
evitably prove the best policy. 


Group #5. Finally, there is that broad 
reservoir composed of service and so- 
cial clubs, churches and religious organ- 
izations, charitable and hospital cam- 
paigns, and public forums. No one 
joins clubs and other organizations for 
the specific purpose of getting business, 
or even mentioning business. If he 
proves to be a good fellow and carries 
his share of the load, he automatically 
will get his quota of the good things 
which come from association with any 
group. Trust companies should recog- 
nize these contacts as potential and 
should encourage the business develop- 
ment man accordingly. Good club 
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When the need arises for ancillary administration in 
Canada we invite you to draw upon our more than 

fifty years experience in all phases of estate adminis- 
tration. The facilities of our eighteen offices from 


Montreal to Victoria are available for your convenience. 


THE CANADA TRUST COMPANY 


LONDON, ONTARIO 
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memberships should be standard equip- 
ment. 


Although we have not attempted 
them in Canada, public forums have 
proved to be very successful in the 
United States as a medium for public 
education. It is a simple and effective 
means of getting across the story of 
trust services to a large group of per- W 
sons in a short space of time. ci 

In the development of trust new § J 
business there is no need for, and no § t 
place for, doorbell ringing or the § 
Fuller Brush man approach. Our busi- 
ness perhaps more closely resembles § w 
that of doctor and patient relationship § to 
than any other. It sometimes touches § 0 
upon the most intimate and inner family § is 
problems. It demands patience, tact, § m 
and an approach on the highest level, § re 
Speaking from personal experience of § cc 
14 years, the third party connections § bh 
have paid off. The cold canvass call is § of 
a thing of the past. We find it difficult § ta 
to do justice to the many referred leads § m 
which come to us from day to day. SI 





Business development is no cinch. § P 
The new business man runs to earth 
hundreds of rainbows only to find that 





the pot of gold has already vanished. 
People will put you off—fail to observe § a 
the ordinary courtesy of keeping ap- J W 
pointments—drain dry your storehouse § 4 
of information and technique. They will 
shop around. They will blast you about § }; 
trust companies, their fees, and for mis- F « 
takes, either real or fancied. The new §— 0 
business man requires versatility — he § sx 
must meet new people every week with § te 
different sets of family problems and 
businesses. " 
At the beginning I mentioned two § j} 
basic requirements — a good staff and § {| 
a constant supply of new contacts. | a 
will conclude with one more. No busi- § _ 
ness development man can develop § 4, 
either himself or his company’s business fF x 
without the complete backing of man- § {, 
agement. Fortunate is the trust new § p, 
business man, and his company, where § {i} 
top management recognizes his prob- § {} 
lems and backs him to the limit im 
encouragement, understanding and 4a b 
large measure of freedom of action. ¥ 
(Panel continued on next page) ’ 
A&A w 
DIONNE’S CREATE LIVING TRUSTS b 
As this issue goes to press, word is re- g 
ceived that the four survivors of the dl 
Dionne quintuplets, having attained 21, 
have set up trusts of some $250,000 each ¥ 
with Guaranty Trust Co. of Canada as a 
trustee with discretion in appropriation 
of income in their best interests and joint § j, 
discretion governing use of capital. Ww 
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RETAINING TRUST BUSINESS 


FRANK S. CLIFT 


Estates Analyst, The Toronto General Trusts Corporation, Toronto 


T IS AN EXCELLENT PIECE OF BUSINESS 
| when you report that Mr. Jones 
with assets of one million plus has, be- 
cause of your solicitation, appointed 
your company as one of his trustees— 


thrilling, satisfying and .. . . anticipa- 
tory. 
Let us be realistic — how long can 


we reasonably expect this appointment 
to remain without further attention? 
One year, two years, ten years? A Will 
is anything but an irrevocable docu- 
ment and a man may, for a variety of 
reasons change his mind. It has already 
cost the company money to put this 
business on the books and it is a matter 
of good economy to spend more on re- 
taining the appointment. How much 
money and how much time is to be 
spent is a matter for individual com- 
panies. Over a long period of years it 
is difficult enough to provide service 
sufficient to ensure continuity of ap- 
pointment but I assure you that it is 
almost impossible to reinstate business 
which has been lost by lack of proper 
attention. 


It is imperative therefore, that, once 
having obtained the appointment of his 
company under a client’s Will, the Trust 
Officer must keep in touch, periodically 
suggesting review and, if necessary, ex- 
tensive revision of the testator’s affairs. 

A selective method should be em- 
ployed whereby the older the client and 
the larger the estate, the more frequent 


§ the contacts made. Obviously a man 


aged 35 with a $40,000 estate hardly 
requires the same attention as a man 
aged 60 with quarter of a million. Con- 
sequently the review should be made as 
frequently as is thought necessary de- 
pending on the age of the testator and 
the size or probable trend in size of 
the estate. 


It is not always necessary that this 
be made in person. The periodical re- 
Vision—yes, but a phone call occasion- 
ally, the despatch of the Company’s 
annual report, the mailing of any new 
pamphlet produced and, what is of the 
greatest importance, acquainting the 
client with any changes in legislation 


which may effect his testamentary 
affairs, 





_ There is always bound to be mortality 
in the number of appointments which 
were thought to be safely held by the 
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trust company, but, experience shows 
that many can be saved by a proper 
conservation program. Two of the trust 
companies in Toronto kept a record of 
these figures and in one it was found 
that out of three hundred Wills on file, 
upon the death of the testator, less 
than 28% of the appointments were 
stilt operative and in the other, during 
the year 1953 with 115 presumed Will 
clients dying, only 58 had their last 
Will with the company. Where a later 
Will was found at death in 49 cases ex- 
amined only 8 had been contacted with- 
in the preceding five years. This may 
seem a high percentage and might 
almost be labelled “failure to conserve.” 


It is my contention that a Trust Off- 


cer in the field must be 90% knowledge- 
able on all matters affecting the client’s 
estate and that he should by regular 
contacts and service over the period of 
vears, instill into the client such confi- 
dence that whatever is said by outside 
people will not shake the Testator’s 
faith in the capabilities of the particular 
trust company to administer the man’s 
affairs after his death. 


The corner stone of trust business is 
goodwill. Therefore, build a man’s con- 
fidence in the service you are provid- 
ing; build his reliance upon you for 
the answer to his estate problems; build 
his confidence by obtaining the approval 
of his wife, of his lawyer, his account- 
ant and his life underwriter; build his 
reliance in his knowledge that, even if 
he forgets to review, you will not; and, 
to preserve the valuable edifice you 
have constructed, continue to make ne- 
cessary repairs and alterations when- 
ever they are needed. 
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QUOTES FROM ANNUAL REPORTS OF CANADIAN 


TRUST COMPANIES 


During 1954 new wills deposited with 
the Company numbered 228, as compared 
with 192 in 1953. At December 31, 1954 
the Company had under administration 
166 estates and held 33 trust agreements. 

—British Canadian Trust Co., 
Lethbridge, Alberta 


When we are appointed to act as trus- 
tee under a bond issue. . . for accounting 
purposes the business is entered on our 
books at a nominal figure only 
(hence) ... while our assets under ad- 
ministration were 4.7% higher than 
in the previous year, our total fees 
earned were 10.6% greater ...A 
year ago, we anounced the com- 
mencement of a General Trust Fund, or 
Common Trust Fund as it is called, 
which was to be confined to investments 
authorized by the Trustee Act of the 
Province of Ontario. This fund has 
proved successful enough to warrant our 
inaugurating a second fund that will 
have power to invest in the broader class 
of securities authorized for Canadian life 
insurance companies ... The Trust Edu- 
‘cation Course conducted by the Trust 
Companies Association of Canada in con- 
junction with Queen’s University con- 
tinues to be an important part of our 
staff training programme. 

—Canada Permanent Trust Co., 
Toronto, Ont. 
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Incorporated under Letters Patent in the Dominion of Canada 


A non-diversified mutual fund investing in 
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New high levels have been achieved 
for the year in earnings, deposits and 
assets under administration. 

—Central Trust Co. of Canada, 
Moncton, N.B. 


For the first time our net profit after 
taxes exceeded $200,000 and the total 
assets passed the $100,000,000 mark. Dur- 
ing the past ten years our total assets 
have tripled. 

—Chartered Trust Co., Toronto, Ont. 


The best year in the Company’s -his- 
tory. The volume of business under our 
administration has reached an all time 
high ... Records of the past year show 
a substantial volume of new estates, 
trusts and agencies coming into our 
hands for management and also a large 
number of wills... 

—Crown Trust Co., Toronto, Ont. 


Substantial increase in profits 
Marked increase in new and profitable 
business... 

—Eastern Trust Co., Halifax, N.S. 

Gross income exceeded that of 1953... 

—General Trust of Canada, 
Montreal, Que. 


Best year in the history of the Com- 
pany ... all time high in earnings and 
deposits and the passing of one hundred 
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million dollar level in assets ... Estate 
planning in cooperation with the clients’ 
lawyers and life insurance counsellors 
has become a most important and useful 
service . . . Greater emphasis is being 
given to investment advisory services and 
to pension and employee benefit plans. 
—Guaranty Trust Co., of Canada, 
Toronto, Ont. 


Assets under administration the high- 
est in the history of the Company... 
Gratifying increase in the number of 
new estates, trusts and agencies ... 
Record increase in the number of new 
pension funds . . . Marked increase in 
the number of trusts. Two chief reasons 

. First, times have been good and 
people are seeking to secure for their 
families and others amounts which they 
have saved ... Second, more people have 
come to realize there are substantial 
savings in succession duties ... On an 
estate of $75,000 total succession duties 
payable in Canada are approximately 
five times the amount which would be 
payable on an estate of similar size in 
the United States . . .Most important 
today is the ability of the trust company 
in the management of investments. This 
ability, besides depending on good or- 
ganization, will depend on policies which 
recognize the importance of equities. 


—National Trust Co., Ltd., 
Toronto, Ont. 


A year of record growth ... net operat- 
ting earnings represent a gain of 13% 
over last year, the strongest showing of 
the Company to date... we are install- 
ing the most modern type of business 
machines designed especially for trust 
company records. 

—Nova Scotia Trust Co., 
Halifax, N. S. 


Continues to grow steadily and to 
establish new records . . . departments 
all showed satisfactory growth and activ- 
ity. 


Another good year ... steady growth 
in all departments as a result of which 
new highs again have been established 
. .. A considerable portion of our new 
business results directly from the efforts 
of shareholders. 

—Sterling Trusts Corp. 
Toronto, Ont. 


New business exceeded that of any 
previous year ... Largest part of neW 
business was in new estates. Taken as 
a whole their average dollar value was 
$65,000 and half by number did not ex- 
ceed $25,000 . . . Another substantial 
part of new business was made up of 
personal agencies and trusts set up dur- 
ing a client’s lifetime . . . One of the 
moves we made to improve our service 
was the establishment at Toronto Office 
of a Common Trust Fund. 


—Toronto General Trusts CorP., 
Toronto, Ont. 
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—Royal Trust Co., Montreal, Que. 
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HE HAPPY COMBINATION OF CIRCUM- 
an which has resulted in dy- 
namic expansion of the Canadian econ- 
omy over the recent years has swelled 
the number of business organizations of 
trustee stature far beyond the compar- 
atively small list to which these conserv- 
ative investment managers were previ- 
ously restricted. In the tabulation below, 
which represents returns from eighteen 
Canadian trust institutions, this fact 
stands out especially, although a strict 
comparison cannot be made because the 
check six months earlier (see Dec. p. 
1114) represented reports from only 
sixteen sources. 


More than 200 companies appear in 
all and, upon the same minimum basis 
of selection as the previous compilation, 
namely, inclusion in five lists, 28 new 
names appear with a net increase of 19. 
This appears to bear out the conclusion 
in the last study that investment merit 
is becoming more widely available out- 
side of the list of traditional blue chips, 
although these names naturally lead the 
parade. Forty-three corporations are 
held by ten or more trust companies. 


Chartered bank stocks retain their in- 
vestment character, with one each added 
starter in the investment and finance 
fields. Brewers and distillers, papers, 
diversified investment industrials al- 
ready referred to, including the invest- 
ment-grade mining stocks, continue in 
favor. Electric utilities appear to have 
strengthened their position and the 
same is true in the steel and allied lines 
which have recovered from a slight de- 
cline in favor six months previous, as 
have the building material entities. 


Because the over-all variations in Ca- 
nadian trustee holdings are, understand- 
ably, not particularly marked over a 
semi-annual period, future surveys are 
planned on an annual basis, with the 
continued excellent cooperation of the 
leading Canadian trust companies. 


COMMON STOCKS 











Abitibi Power & Paper _..____. 13 

Aluminium 15 

Asbestos 10 

Bank of Montreal 16 

Bank of Nova Scotia _...._-___ 13 

Banque Canadienne Nationale _ 5 
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FAVORITE CANADIAN TRUSTEE EQUITIES 



































Bell Telephone 17 
Brazilian Traction Light & Power 10 
British American Oi] —..._.__ 15 
British Columbia Power —..._ 12 
Building Products : 13 
Canada Cement 8 
Canada & Dominion Sugar __. q 
Canada Malting 8 
Canada Packers __ 8 
Canadian Bank of Commerce _.. 15 
Canadian Breweries 11 
Canadian Car & Foundry 5 
Canadian Celanese 9 
Canadian Industries 5 
Canadian Investment Fund __. 6 
Canadian Pacific Railway —_. 15 
Canadian Westinghouse _..___ 5 
Consol. Mining & Smelting __ 16 
Cen BO anes 
Consumers Gas (Toronto) —. 13 
Distillers Corp.—Seagram ____. 14 
Dome Mines _ 9 
Dominion Bank ri ae 
Dominion Bridge —.....-.- 10 
Dominion Foundries & Steel __ 10 
Dominion Steel & Coal 8 
Dominion Oilcloth & Linoleum _. 6 
Dominion Tar & Chemical ____. 7 
Famous Players 8 
Fanny Farmer eu eer ee 5 
Fraser Companies Ltd. —._. 10 
Gatinean Power —......._.._._....._.. 10 
Goodyear Tire & Rubber ___ 5 
Gypsum, Lime & Alabastine __.. 11 
Hollinger Consol. Gold Mines _. 8 
Howard Smith Paper Mills 11 
Hudson Bay Mining & Smelting _ 14 
po Ae | | aa re ne 7 
Imperial Tobacco ———__ 9 
Industrial Acceptance _..._ 9 
International Nickel —...-_-SSS 18 
International Paper _...._»____ 10 
International Petroleum _..._ 7 
Kerr Addison Gold Mines ___._ 8 
SS 6 
Loblaw Groceterias “B” ____ 7 
Maritime Tel. & Tel, — 5 
jo ee eens seme 9 
McColl-Frontenaec Oil _.___-___ 9 
McIntyre Porcupine —_..__._. 8 
Minnesota & Ontario Paper 5 
i LS EES 28 Slee oS se eee 11 
National Steel. Car... 7 
Norenne 2ige8 16 
Ostivie. Fiour’ Sis 11 
Page Hersey Tubes — 8 
Pickle Crow Gold Mines —_-.. 5 
Powell River 11 
Power Corp. of Canada —_.__. 7 
Price Bros. & Co. 11 
Royal Bank of Canada __________. 15 
Russell Industries 6 
Shawinigan Water & Power —_ 12 
Steel Co. of Canada —-.._____. 15 
Toronto-Dominion Bank ~~... uid 








Union Gas... 

Wahntne: Cottee ow CG 

Hiram Walker, Gooderham & 
Worts 13 

Wright Hargreaves Mines —_.. 8 


CLASS “A” STOCKS 
Bathurst Power & Paper —_.._. 7 








Canadian Car & Foundry —. 5 
CAMDGR: Te oe ee 
Ford Motor Co. of Canada _.._.. 11 
Loblaw Groceterias 9 
PREFERRED STOCKS 
Abitibi Power & Paper _..._.__ 12 
Aluminum Co. of Canada —__.. 15 
British Columbia Electrie —— 13 
Canada Cement 11 
Canada Steamship Lines —___ a a 
Canadian Celanese —...___ 14 
Canadian Oil Companies —___ = 
Dominion Foundries & Steel __ 8 
Dominion Tar & Chemical —_ 8 
Fraser Companies ——— ~~~ 5 
Gatinean. Power. ; 2. 11 
General Steel Wares —___-_____. 5 
Goodyear Tire & Rubber — q 
Howard Smith Paper Mills — 8 
Imperial Tobacco ———— 7 
Maritime Tel. & Tel. 5 
McColl-Frontenac Oil — 6 
Deans | eee 
Nova Scotia Light & Power __— a 
Power Corp. of Canada —-.. 7 
Shawinigan Water & Power 12 
Southern Canada Power —-. i 
Weston, George 7 


A A A 


Canada’s Hydroelectric 
Resources 25% Tapped 


Canada’s essentially agricultural econ- 
omy has changed in less than 50 years 
into a largely industrial one, bringing a 
high living standard with it. This devel- 
opment has been added by hydro-elec- 
tric power sources, particularly since the 
1923-35 period when annual installation 
ran about 377,000 horsepower. In 1954, 
this figure reached more than one and 
three quarter million horsepower and 
present building programs will probably 
rise even higher. The known potential of 
the country would allow turbine instal- 
lations producing around 66 million 
horsepower. Present installed capacity 
being 16.7 million HP, only 25% of the 
known maximum has been thus far util- 
ized. 
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News OF CANADIAN MARKETS 


The upsurge in prices which has car- 
ried Canadian industrial stocks to suc- 
cessive record new highs on the Toronto 
and Montreal Stock Exchanges this year 
continued without hesitation to the end 
of May. On May 30th the Toronto Stock 
Exchange index of 20 industrials reach- 
ed an all-time peak of 405.08 supported 
by strong investment demand both at 
home and from the United States and 
abroad. During earlier months, Can- 
adian industrial shares appeared to lag 
behind their counterparts on the New 
York Stock Exchange, which was at- 
tributed to a slower pace in the business 
recovery in Canada. However, during 
April and May Canadian business pick- 
up has demonstrated increasing vigor 
and gives some indication that Gross 
National Product may reach an all time 
high in 1955. 


The Canadian market in investment 
shares is now reflecting the buoyant 
pace of industrial activity and the con- 
fidence of both private and institutional 
investors. A dearth of new equity financ- 
ing of investment quality has increased 
the pressure on outstanding issues to 
meet the strong demand. The largest 
advance in the industrial group has been 
experienced by paper shares, with the 
Montreal Stock Exchange index reach- 
ing a peak of 1386.08 on May 30th, up 
19% from 1166.53 at the beginning of 
the year. 


The strong demand for industrial 
stocks during the month of May, which 
boosted the Toronto industrial index 18 
points for the month as compared to 
only 3 points through the first four 
months of the year, might also be at- 
tributed to increased dividend payments 
for the first five months. Dividend pay- 
ments reached a new record of $209,- 
095,796, an increase of 7% over the 
like 1954 period. 


Base metal shares also hit a new 1954- 
55 top on May 30th. The Toronto Stock 
Exchange index reached 184.70, up 
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13.5% frim 162.20 at January lst and 
reflected the strong demand for alu- 
minum, nickel, copper and the improved 
outlook for zinc and lead. On the other 
hand, gold mining shares continue to 
reflect the almost stagnant position of 
this industry and the reduction in Gov- 
ernment subsidy to gold mines. Some 
gold mining shares have been strong 
and active due to participation in other 
mining fields such as uranium, base 
metals and iron ore as well as oil ex- 
ploration. During 1955, the Toronto 
Stock Exchange western oil index has 
been almost stationary and reflects a 
consolidation that is taking place in this 
industry. 


Trading activity in speculative issues, 
mainly uranium shares, reached a peak 
volume of over 12,000,000 shares daily 
on the Toronto Exchange during the 
first week of April. Since that time vol- 
ume has been declining and accom- 
panied by lower prices over the wide list 
of speculative shares. 


In the money market, the tighter cash 
position of the chartered banks is re- 
flected in the Treasury Bill market. In 
January, 91 day Bills sold on a 1.05% 
basis compared to a 1.30% basis late 
in May. As of May 23rd, Government of 
Canada short term financing for the year 
amounted to $2,195,000,000 as com- 
pared to $2,400,000,000 for the like 
period in 1954 and $1,995,000,000 in 
1953. 


On the other hand, medium term 
Government issues have shown persistent 
strength this year. In January, Govern- 
ment of Canada 3% bonds, due 1960, 
traded on a 2.43% yield basis and 
steadily rose in price to a 1.95% yield in 
May. The long term Government 334% 
bonds, due 1979, now yield about 3.15% 
as compared to 3.27% at the beginning 
of the year. The rise in price in Provin- 
cial issues over this period has some- 
what paralleled the Government market. 
Province of Ontario 3% bonds, due 
1970, were moving on a 3.22% yield 
basis at the end of 1954 as compared to 
current levels in May of around 3.10%. 
At the end of May, dealer inventories 
were reported low and prices somewhat 
mixed and lower due to the growing 
prospect of a new long term Dominion 
Government refunding issue. 


New bond financing during the first 
five months of 1955 was down consider- 
ably from the similar period in 1954. 
Total Government of Canada, Provincial, 
Municipal, and Corporation bond financ- 
ing for the current year to May 23rd, 
less short term financing, amounted to 





$565,954,000, compared to $1,724,742,- 
000 in the similar period last year. Part 
of this decline is accounted for by the 
absence of any long term Government 
financing this year, compared to about 
$850,000,000. in the first half of 1954, 
Provincial financing amounted to $67,- 
599,000 compared to $132,000,000 in 
1954. New Provincial guaranteed issues 
total $136,331,000 to May 23rd com- 
pared to $96,775,000 last year. New 
Municipal financing is substantially up 
at $142,530,000 from $84,559,000 in 
1954. However, new corporation financ- 
ing is substantially lower at $219,514,- 
500 compared to $361,385,000 to May 
23rd, 1954. 


Generally speaking, new corporation 
financing has been well received in 
Canada this year as compared to a 
rather mixed reception for Provincial 
and Municipal issues due to institutional 
resistance to the lower yields on these 
bonds of around 3.25-3.40%, as com- 
pared to investment return in the 
neighbourhood of 4% on corporation 
issues. 

RaLpH G. HENDERSON 
BACHE & CO. 


Risinc CorPoraTE EARNINGS Payout 


Corporate cash dividends are running 
at a rate in excess of $10 billion this 
year for the first time. Even more 
significant is the rising proportion of 
net earnings that corporations are pay- 
ing out. The Department of Commerce 
reports the percentage over the past five 
years as follows: 





IE 41% 
ES 48% 
SE 53% 
eens 51% 
1954 55% 


Corporate managements pursued ex- 
tremely conservative dividend policies 
during the early postwar years. In the 
first place, the outlook for profits ap- 
peared uncertain because many business- 
men felt the postwar boom was of a 
transient nature and because earnings 
were in fact overstated, due to inade- 
quate depreciation charges allowed by 
law. Secondly, large war-deferred capital 
expenditures, further augmented by ris- 
ing costs, dictated the retention of sub- 
stantial earnings to reduce the amount 
of outside financing. In 1946 and 1947, 
cash dividends were less than 36% of 
net profits, the lowest percentage on 
record, 


There is diminishing cause today for 
extreme conservatism. The great expan- 
sion in both income and profits since 
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1940, regarded by many at first as a 
temporary consequence of inflation and 
war, appears to have been soundly 
based, with the additional support of 
the Government’s determination to pre- 
vent depression and deflation. Moreover, 
corporate earnings, during the early 
postwar years, included billions of dol- 
lars of non-recurring inventory profits 
and were after depreciation allowances 
wholly insufficient to finance replace- 
ment of fixed assets. With commodity 
prices now relatively stable, inventory 
profits are negligible, and aggregate de- 
preciation charged against corporate 
earnings (including accelerated amorti- 
zation of defense facilities) has trebled 
since 1946. 


Corporate profits after taxes of $17.8 
billion in 1954 were less than 6% of 
last year’s national income of $300 
billion. Profits amounted to only $5 
billion in 1939, but they constituted 
nearly 7% of the $73 billion national 
income of that year. In relation to na- 
tional income, therefore, the current 


level of profits does not appear unduly 
high. 


When postwar inflation and rapid 
economic expansion lifted new capital 
requirements to record levels, there was 
strong reason to retain profits in busi- 
ness to lessen the need for borrowing or 
for new stock financing. (Only among 
the regulated utilities, whose retained 
profits fell far short of the huge sums 
required to finance their expansion, was 
the larger part of earnings paid out to 
help sale of new stock and convertible 
bond issues.) Now that commodity 
prices have stabilized, inventory and 
other working capital needs have tended 


f to level out. Plant and equipment spend- 


ing also has tapered off. At the same 
time, greatly increased current deprecia- 
tion allowances lessen dependence upon 
retained profits to finance the replace- 
ment of fixed assets. 


Cash and Government security hold- 
ings of business corporations are now 
close to $50 billion. Net working capital 
of these corporations exceeded $95 bil- 
lion for the first time on record at the 
end of 1954, almost twice that at the 
end of 1945. 


Increased dividends stimulate the de- 
mand for a company’s stock among in- 
stitutional and individual investors and 
80 help the sale of new stock issues, as 


| the postwar experience of the public 


utilities has amply demonstrated. The 
General Motors Corporation’s recent 
offering of new shares to its stockholders 
may point to a revival of interest in 
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equity financing among major industrial 
enterprises. 

While corporations generally have 
stepped up the proportion of profits 
paid out to stockholders, the ratio is 
still low by historical comparisons. In 
the decade of the 1920’s, dividend pay- 
ments averaged two-thirds of profits 
after taxes, rising to nearly 70% in 
1929. When profits dropped abruptly 
during the 1930’s, dividend payments 
actually exceeded net earnings.. Even 
in 1939, after a considerable business 
recovery, dividends were 76% of profits. 
Despite the liberalization of distributions 
since World War II, therefore, the pro- 
portion of earnings paid out is still sub- 
stantially lower than in the prewar era. 


The distribution of a larger propor- 
tion of profits to stockholders affects 
the economy in several ways. 


Cash dividends accounted for almost 
4% of disposable personal income in 
1954. In 1929, dividends constituted 
almost 7% of disposable personal in- 
come, and in 1939 well over 5%. Larger 
dividends, by adding to personal in- 
comes, exert a stimulating effect upon 
the economy as a whole. Moreover, this 
income is not concentrated in the highest 
income brackets, but is fairly widely dis- 


tributed. 


More liberal dividends enable cor- 
porations to resort more freely to equity 
financing and lessen dependence upon 
borrowing. By reducing the need for re- 
taining profits, new equity financing 
could in turn lead to further future 
liberalization of dividends. 


Generally speaking, investors value 
distributed earnings more highly than 
retained earnings, as shown by the 
weight given to current yield both by 
institutional and individual investors in 
security selection. A rising ratio of 
earnings payout by corporations, there- 
fore, tends to support a higher level of 
common share prices, and the current 
trend toward liberalization of corporate 
dividend policy could prove an import- 
ant future sustaining factor in the stock 
market. 


DELAFIELD & DELAFIELD 


PENETRATION OR FALTER? 


There are many interesting aspects of 
the recent trends in share prices. When 
one analyzes the stock market ups and 
downs at this time, full appreciation 
must be given to the present level of 
equity securities. For the industrials, 
this is at virtually an all-time peak and 
for the rails, near their loftiest prices in 


(Continued on page 507) 





FOR YOUR BENEFIT— 
OUR INVESTMENT EXPERIENCE 


You know the importance of sound judgment in 
solving any problem wisely. You know too that this 
comes only after years of training and practice. 


A wise decision about investments for the trusts or 





THE 
INVESTMENT ADvisony 






estates you direct also demands this factor of sound COMMITTEE 
judgment. Why not let us supplement your knowl- 
edge? Why not let us save you hours of precious time? 
Call on the services of our Investment Advisory Com- 
mittee, a group of men with many years of experience 
in dealing with all sorts of investors’ problems. You 
can avail yourself of their familiarity with the gamut 
of securities, from AAA bonds and tax exempts 
through convertibles to growth common stocks, in 
selecting the combination of issues best suited to the 


: L. F. ROTHSCHILD & Co 
aims of your trusts and estates. 





You can take advantage of this service immediately, 
without cost or obligation on your part. Write today 
for free booklet describing this committee fully. 


Write today for your copy of our 
pamphlet, telling you more of our 
Investment Advisory Service. 





L. F. ROTHSCHILD & Co. 


ESTABLISHED 1899 
Member 
N. Y. Stock Exchange, American Stock Exchange and other leading Exchanges 


120 BROADWAY. NEW YORK 5, N. Y. 


TEL: —RECTOR 2-4600 
CHICAGO ° ROCHESTER @¢ 











BOSTON ° MONTREAL 
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Victory ror Wuom? 


The Ford Motor-UAW contract set- 
tlement was hailed by Mr. Reuther as 
“half a GAW” and by a Ford spokes- 
man with the cryptic words “the people 
won.” The very substantial benefits are 
fortunately based upon hours worked 
rather than a flat guaranty but the price 
of “victory,” for everyone, will be more 
inflation and higher living costs. 


Mr. Reuther’s generalship has now 
been unlimbered against the General 
Motors forces at the bargaining table 
and the Ford and General Motors pacts 
will serve as a pattern for extension of 
the GAW principle throughout industry, 
at least wherever it can be applied. 
While no GAW tag appears in the open- 
ing talks of the CIO Steelworkers with 
United States Steel, President McDonald 
voiced “unanimous determination to 
achieve a substantial wage increase.” 
Higher wages for less work, greater se- 
curity and larger benefits are natural 
aspirations but apparent gains can be 
illusory and it is well to bear in mind 
the remark of ex-Chairman Fairless of 
United States Steel that “there is no 
such thing as a free lunch.” 


Possibly large entities such as Ford 
and General Motors, because of indus- 
try position and immense financial re- 
sources, can shoulder the obligation to 
pay for a period workers whose produc- 
tion cannot at the moment be moved 
into channels of consumption. The story 
as it affects lesser units in motordom 
is radically different. It is most conjec- 
tural that they could survive under a 
similar pattern. If their employees lose 
out where the plan is imposed or if they 
work without its “benefits,” how long 
will such discrimination in favor of that 
membership in preferred employment 
be suffered? Although labor’s argument 
is that the plan must be tailored to in- 
dustry conditions, it is to be seriously 
doubted that a similar burden can be 
carried by any considerable number of 
industries subject to wide fluctuations 
in demand. 


Industrial retirement plans and other 
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fringes which increase in value with 
seniority have already tended to restrict 
labor mobility. The GAW principle will 
accentuate this trend as employers will 
hesitate to take on a larger work force 
unless relatively assured of demand 
levels. Guaranteed production without 
an assured outlet is unbalanced and un- 
realistic in a free and competitive econ- 
omy where people can choose what and 
when to acquire. The alternative is a 
socialistic state offering a blueprint of 
available products made by designated 
manufacturers. 


It is to be doubted, however, that the 
UAW motor workers in their victory 
celebrations will have even a thought 
for the white-collar workers whose 
salary scales traditionally lag behind 
the ascending index of living or, worse 
yet, for those dependent upon a fixed 
income whose buying power will be 
further decreased by the inevitable hike 
in price levels. 


In spite of the buoyant stock market 
tone which news of the avoidance of a 
strike caused, investment managers will 
now have another unknown to ponder 








Copyright 1955, N. Y. Herald Tribune, Inc. 


“I May Be Wrong, but I'd Swear I Heard 
Distant Thunder” 








in investment decisions as to the effects 
of the Ford-UAW settlement. Without 
regard to partisanship, there is bound 
to be widespread apprehension about 
the implications of this new factor in 
industry-labor negotiations upon our 
manner of living. 


OTHER TrmEs—OTHER CUSTOMS 


Periods of buoyant prosperity have 
always been dependent upon sources of 
ample credit to finance the mass trans- 
fer of goods and services. These sources 





of credit, in turn, are made possible 
only through exercise of the homely 
virtue of thrift. Certainly thrift is still 
very much alive in the United States 
and Canada, whether measured in swell. 
ing deposits in mutual savings banks, 
savings and loan institutions or in in- 
dividual holdings of Government Sav. 
ings Bonds but today’s easy recourse to 
assumption of debt smacks of economic 
heresey to the older generation, school. 
ed in pay-as-you-go living. A mortgage 
upon the future to acquire a home is, 
in their estimation, a valid objective 
but a continuing lien on the salary check 
to repay that flying trip to Europe ap- 
pears quite frivolous by old-time yard- 
sticks. But nobody can deny that the 














higher standard of living which millions 
are enjoying today through borrowing 
has broadened tremendously the de- 
mand for more and better goods and 
services. 





The immense purchasing power gen- 
erated by a high level of personal in- 
stallment and mortgage debt is the dis- 
tinguishing characteristic of the North 
American economy, as compared with 


other countries where, in general, credit 


is available only to people of means, or 
for commercial purposes, at much 
higher rates than prevail here. Although 
mortgage money is available, it is a 
far cry from the easy terms to which 
we are accustomed and the ownership 
of a home or other things of value 
usually comes as the result of a life- 
time of self-denial and saving. Prime 
interest rates from 10-12% per year 
effectively discourage all but necessitous 
borrowers. 


Just because our system of easy credit 
has thus far paid off in a better life for 
more people is no reason to assume that 
the sky-is the limit but there is one 
demonstration .that loaning practices 
have been basically sound. For example, 
low income families with 16% of na- 
tional income owe 19% of the personal 
debt total; middle income groups re 
ceive 31% and owe 40%; while 76% 
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of young married people with children 
have some personal obligations. Thus, 
the debt distribution has been in direct 
proportion to ability to carry it success- 
fully, as it should be. 


Department of Commerce figures for 
the first quarter of 1955 show that Gross 
National Product has reached the rec- 
ord annual rate of $370 billion, against 
the full year 1954 figure of $357.2 bil- 
lion. With Government defense spend- 
ing stabilized during this period, this 
reflects primarily greater civilian de- 
mand, which translates into increased 
recourse to debt. As a consequence, Re- 
serve officials have tried to soft-pedal 
the amount of credit in stock market 
transactions in favor of what appears 
to be a more useful function in industry 
but they must, at the same time, avoid 
unsettling market sentiment, which 
might dampen the present optimistic 
business tone. 


New installment financing in the first 
quarter totalled nearly $8 billion, ex- 
ceeding repayments by roughly $500 
million, which is a very substantial con- 
tribution to the higher rate of industrial 
activity since the first of the year. What 
we have to fear most in this vital area 
is either an overoptimistic expansion in 
marginal and subnormal loan risks or 
a deterioration in public confidence in 
the soundness of the business picture. 
A reversion to debt-consciousness with 
repayments in excess of new commit- 
ments might subtract a large chunk of 
sustaining purchasing power which 
would soon reflect in declining business 
statistics. 


BROADER INVESTMENT GUIDANCE 
NEEDED 


Recent suggestions by the Fulbright 
Committee for study of new influences 
affecting the stock markets recall that 
this group was rather disapproving of 
the New York Stock Exchange’s public 
information program. If the free enter- 
prise system warrants serious study, it 
likewise appears logical that the public 
should be told what makes it tick. The 
Exchange’s investigations, both alone 
and with the Brookings Institution, have 
shown an amazing public ignorance of 
the business structure with only one in 
four adults knowing what common 
stock represents. The consistent and 
able public relations campaign of the 
Exchange in recent years has also been 
seconded by heightened activity of 
member firms in presenting their ser- 
Vices, a recent example being the “How 
To Invest Show” in New York City 
conducted by Merrill Lynch, Pierce, 
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Fenner and Beane and eight associated 
corporations and trade groups which 
attracted an audience of more than 
100,000. 


This stepped-up educational effort of 
the brokerage community, however, 
should have banking support, accord- 
ing to Gerald M. Loeb of E. F. Hutton 
& Co. He told the Missouri Bankers 
Association Convention in early May 
that a bank account would normally 
precede a brokerage connection and 
that, therefore, bankers had a chance to 
guide their customers into sound equity 
commitments. According to an Ex- 
change survey, one of three non-share- 
owning families said they would go to 
the bank for advice, while even one in 
four share-owning families expressed 
preference for bank investment guid- 
ance. Mr. Loeb presented a strong case 
for bank leadership in this function and 
pointed out that it would benefit the 
economy, the individual, the community 
and the bank itself over the years. He 
expressed the opinion that fears of 
losses through this medium in the past 
25 years were exaggerated and that 
probably more money had been lost 
through inflation by not owning com- 
mon stocks. 


The important factor is that educa- 
tion and advice be near at hand and the 
position of influence of the local banker 
can fill this need. With realization of 
the traditionally conservative bank in- 
vestment approach, it nevertheless 
seems that where investment facilities 
are available, some form of inexpensive 
guidance might be developed to demo- 
cratize such services, much as has been 
done with common trust funds and 
checking accounts. 


A AA 


Management of First National 
City Bank Gets High Mark 
from AIM 


First National City Bank of New 
York was one of fourteen companies 
whose management was rated higher 
than 90% by the American Institute of 
Management. Each year the AIM pub- 
lishes the current results of its continuing 
study, and this year 379 companies of 
the United States and Canada received 
marks of 75% or better. Other com- 
panies rating over 90% were: American 
Tel. & Tel., C. I. T. Financial, du Pont, 
B. F. Goodrich, Grand Union, General 
Motors, Illinois Central RR., Minnesota 
Min. & Mfg., National Cash Register, 
Pacific Power & Light, Procter & Gam- 
ble, Standard. Oil (Cal.), and Standard 
Oil (N. J). 





Founded 1784 


Member Federal Deposit Insurance Corporatien 














New Haven’s 
First and Largest 


Trust Company 


@ Complete Trust Services 


e Trust funds currently in 
excess of $130,000,000.00 


The Union & New Haven | 
Trust Company 


Main Office: Church & Elm Streets 
New Haven, Conn. 








MEMBERS: FEDERAL RESERVE SYSTEM 
FEDERAL DEPOSIT INSURANCE CORPORATION 
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KENNECOTT COPPER 


CORPORATION 


161 East 42d Street, New York,N.Y. 


May 20, 1955 


A cash distribution of One Dollar 
and Twenty-five Cents ($1.25) a 


Common Funds Increase 
Equities 


Reports from 45 common trust funds 
administered in the eleven central re- 
serve cities, excluding New York City, 
and taken as of the nearest valuation 
date to January 31, showed a 23% 


Three New States Authorize 

Investment Company Shares 

Three more states have joined the list 
which specifically authorize trustees to 
invest in mutual fund shares. They are 
Arkansas, West Virginia and Wyoming. 
Arkansas and West Virginia adopted 





share has been declared today by 
Kennecott Copper Corporation, pay- 
able on June 27, 1955, to stock- 
holders of record at the close of 
business on June 1, 1955. 


PAUL B. JESSUP, Secretary 


) ae) ee) eae) eee) ee) ee) ee) ee) ) 


= fies 


the Prudent Man Rule with specific pro- 
vision for the purchase of investment 
company shares by trustees. Wyoming, 
a legal list state, has made mutual fund 
shares legal for purchase for trust ac- 
counts. 


growth in volume (market value) from 
$663,221,689 in 1954 to $821,011,671 
in 1955. In the same period the number 
of participating accounts climbed from 
27,009 to 29,172, an increase of 8%. 


The discretionary funds made a 24% 
gain from $590,596,409 to $735,778,264 
and their participating accounts rose 
8.4% from 21,511 to 23,326. The re- 
: stricted funds gained 17% in dollar 

7" ia value—from $72,625,281 to $85,233,407 


SSS — 
CELANESE —and their accounts grew 6.3% in num- 


ber from 5,498 to 5,846. 
CORPORATION OF AMERICA The portfolio breakdown by types of 
180 Madison Avenue, New York 16, N.Y. investment for the 45 funds showed an 
Tee Board of Directors has this day increase of about 5% in the proportion 
declared the following dividends: in common stocks and a corresponding 
4% % PREFERRED STOCK, SERIES A 


reduction in the proportion of United 













































These additions bring to a total of 
20 the states which have provisions for 
trustees to purchase mutual fund shares: 
Arkansas, Colorado, Kansas, Kentucky, 
Maine, Massachusetts (by opinion of 
the Probate Judges), Nebraska, New 
Hampshire, New Jersey, New Mexico, 
North Dakota, Ohio, Oklahoma (by 
court decision), Pennsylvania, South 
Carolina, Tennessee, Washington, West 
Virginia, Wisconsin, Wyoming. 


CHEMICALS 


| FIBERS | 











The regular quarterly dividend for 
































the current quarter of $1.12 per States government bonds. The followin 
share, payable July 1, 1955, to tabl 6 , the & (i ili r EN THE COLUMBIA 
holders of record at,the close of busi- able gives e figures (in miiuions 0 = GAS SYSTEM. INC 
ness June 3, 1955. dollars) and percentages: ——— ' . 

7% SECOND PREFERRED STOCK The Board of Directors has declared this 
The regular quarterly dividend for 1954 1955 day the oe a 

& on Sto 
thecuprenequarterof $1.73 pershare, $ U.S, Govts . $1T1A 267% $1669. 20% re 
of record at the close of business Other Bonds : 84.4 13 113.7 14 payable - —— gg est ate " ge 
June 3, 1955. Pfd. Stocks _.. 101.4 15 119.4 15 oo at close of business July 20, 
COMMON STOCK Com. Stocks _.. 299.6 45 411.8 50 Dare Parker 
12% cents per share payable June Other Inv. June 2,1955 Secretary 
24, 1955, to holders of record at the & Cash 65 1 92 1 
close of business June 3, 1955. = : ° 
R. O. GILBERT Ta 
Secretary Total _.... $663.2 100% $821.0 100% 


TEXAS GULF SULPHUR COMPANY 


The Board of Directors has declared a divi- 
dend of 50 cents per share on the 10,020,000 
shares of the Company’s capital stock out- 
standing and entitled to receive dividends, 
payable June 15, 1955, to stockholders of 
record at the close of business May 26,1955. 


E. F. VANDERSTUCKEN, JR., 
Secretary. 


May 24, 1955. 





The breakdown for the discretionary 
type funds, as might be expected, shows 
a wider gap between the proportions of 
government bonds and of common 
stocks. Their aggregate figures were: 



















































Common and ee poe . an . 
Preferred Stock Dividends i as I a. 
; = 7 Other Bonds _.. 81.6 14 108.6 15 YALE & TOWN E 
Sy gaphauben acnmboreted, on Pid. Stocks . 79.0 13 91.9 12 DECLARES 269th DIVIDEND 
© May 10, 1955, declared the Com. Stocks _. 282.1 48 386.5 53 
following quarterly dividends: Other Inv. 75¢ PER SHARE 
60¢ per share on the io: Cash... 56 1 83 1 
$5.00 par value Com- On May 26, 1955, 
mon Stock. Total _. $590.6 100% $735.8 100% dividend No. 269 


of seventy-five 


cents (75¢) 


$1.00 per share on the 
% Preferred Stock. 





The restricted type funds, while not 
























































$1.0714 per share on 

the 4.30% Convert- 

ible Preferred Stock. 
Common Stock dividends and 
dividends onthe 4% Preferred 
Stock and 4.30% Convertible 
































so heavily committed in common stocks 
in either year, showed a marked gain 
in the proportion of commons held in 
1955 as compared with 1954, 














Preferred Stock are payable 1954. 1955 stockholders of record 
ee U.S. Gov'ts $29.0 40% $264 31% ot the close of business 
ness June 15, 1955. Other Bonds ___. 28 4 5i 6 June 10, 1955. 
DRUMMOND WILDE, Sec. Pfd. Stocks _. 22.4 31 21.5: 32 

May 10, 1955 Com. Stocks —_.. 17.5 24 25.3 30 F. DUNNING 
~ Other Inv. Executive Vice-President and Secretary 
2” 0.95 1 0.91 1 THE YALE & TOWNE Mfc. co. 
Cash dividends paid in every year since 1899 

wee 3... $ 72.6 100% $ 85.2 100% 










per share was 
declared by the Board 
of Directors out 
of past earnings, 
payable on 

July 1, 1955, to 
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Science and Nuclear 
Fund Organized 


A new mutual, Science and Nuclear 
Fund, has been organized by the Phil- 
adelphia investment counsel firm of 
Bishop and Hedberg, sponsors of the 
balanced Rittenhouse Fund. The fund 
commenced operations during the latter 
part of April in the conventional mutual 
fashion with slightly over $100,000 in 
cash and subsequent sales have increased 
its assets to almost a half million. Un- 
like Rittenhouse Fund, the new mutual’s 
price includes a selling commission and 
will be distributed through dealers. 


The fund’s investment policy empha- 
sizes the nuclear field and up to two 
thirds of its assets will eventually be 
invested in common stocks of compan- 
ies interested in this science. Securities 
of well-established companies will con- 
stitute 809% to 90% of assets at all times. 











Os Dividend 


A dividend of seventy-five cents 
per share on the capital stock of 
this Company has been declared 
Payable July 15, 1955, to stock- 
holders of record June 10, 1955. 
EMERY N. LEONARD 

Secretary and Treasurer 

. Boston, Mass., May 16, 1955 J 
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INTERNATIONAL MINERALS 
& CHEMICAL CORPORATION 


General Offices: 
20 North Wacker Drive, Chicago 6 


* 
QUARTERLY DIVIDENDS 


4% Cumulative Preferred Stock 
53rd Consecutive Regular 
Quarterly Dividend of 
One Dollar ($1.00) per Share 
$5.00 Par Value Common Stock 
Forty Cents (40¢) per Share 
Declared—May 26, 1955 
Record Date—June 17, 1955 
Payment Date—June 30, 1955 

A. R. Cahill 
Vice President and Treasurer 
* 


Phosphate © Potash ¢ Plant Foods 
Chemicals ¢ Industrial Minerals 
Amino Products 


ia | 
Lee a SS SS SS — 





June 1955 


Dividend Reinvestment and 
Accumulation Plans 20% 
of Mutuals Sales 


Dividend reinvestment plans and ac- 
cumulation plans (monthly and quart- 
erly) accounted for nearly 20 per cent 
of all mutual fund shares sold in the 
first three months of this year, accord- 
ing to the National Association of In- 
vestment Companies. A breakdown of 
the first quarter sales of $330 million 
reported by 117 open-end companies 
shows that reinvestments of distribu- 
tions to shareholders (which includes 
those from realized capital gains) ac- 
counted for $31 million or 9.4 per cent, 
while almost $34 million or 10.2 per 
cent were accumulation plan sales. 


A total of 9,253 accumulation plans 
were opened by investors in May. This 
compares with 9,879 plans begun in 
March, an all-time monthly high and 
8,769 in February. For the first five 
months of this year, 44,714 plans have 
been started. In the fourth and third 
quarters of last year, the number of 
plans opened were 20,462 and 17,781. 


A A A 


MEMOS 
(Continued from page 503) 

more than a quarter of a century. Thus, 
wide fluctuations would be a normal 
expectation and shares should be very 
sensitive to news developments. Also, it 
would be normal for volume to be at a 
high level in view of the increased in- 
terest that the rise should have had on 
stock buyers and potential purchasers 
of equity securities. Yet, recent volume 
has been at a lower level than that 
turned over in other phases of advanc- 
ing prices in 1955. 


Average volume in the declining phase 
between January 3 and January 18 
amounted to 3,900,000 shares. In the 
March 4 to March 14 reaction, turnover 
averaged 3,300,000 shares. During the 
loss interval of April 26 to May 17, 
volume was 2,300,000 shares, on the 
average. The same tale of diminishing 
turnover is evident on the upside. 
Average volume from January 18 to 
March 4 was 3,200,000 shares; between 
March 14 and April 26, when another 
new high was achieved, trading aver- 
aged 2,700,000 shares and from the May 
17 low to the present, 2,200,000 shares 
were generated, on the average. The 
significance of these data is that it ap- 
pears that market excesses as indicated 
by volume trends have diminished. 


FRANCIS I. DuPONT & CO. 
June 5th 





IBM INTERNATIONAL BUSINESS 
MACHINES CORPORATION 
TRADE-MARK 590 Madison Ave., New York 22 


The 16ist Consecutive 
Quarterly Dividend 


The Board of Directors of this Corporation has 
this day declared a dividend of $1.00 per share, 
payable June 10, 1955, to stockholders of record 
at the close of business on May 19, 1955. Transfer 
books will not be closed. Checks prepared on 
IBM Electric Punched Card Accounting 
Machines will be mailed. 
A. L WILLIAMS, 

Executive Vice President & Treasurer 

April 26, 1955 
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UTILITIES 


COMPANY 





DIVIDEND NOTICE 


The Board of Directors today 
declared a dividend of 58 cents 
per share on the Common Stock 
of the Company, payable July 
1, 1955 to stockholders of 
record at the close of business 
June 1, 1955. 


D. W. JACK 
bes 








\ Mey 20, 1955 








~ 102" 


consecutive 
quarterly dividend 


20c a share from net in- 
vestment income, pay- 
able June 30, to stock 
of record June 9, 1955. 





WELLINGTON 


<> FUND 





WALTER L. MORGAN, President 





Dividend Notice 


MIDDLE SOUTH UTILITIES, Inc. 


The Board of Directors has this day 
declared a dividend of 37%2¢ per 
share on the Common Stock, pay- 
able July 1, 1955, to stockholders 
of record at the close of business 
June 10, 1955. 


New York 6, N. Y. 
May 27, 1955. 


She Middle Louth 


A World Of 
: Opportunity 


H. F. SANDERS, 
Treasurer 













Utility service by tax-paying, 
publicly-regulated companies Ry, 
made this dividend possibie. Sesto 
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PREFERRED DIVIDEND 
A regular quarterly dividend of $1.06 per 
share on the cumulative preferred stock, 
414% Series, and of $1.1875 per share on 
the cumulative preferred stock, 434% 
Series, of this Company has been de- 
clared, payable June 1, 1955, to stock- 
holders of record at the close of business 
May 16, 1955. 

COMMON DIVIDEND No. 76 

A quarterly cash dividend of 30¢ per share 
on the common stock of this Company, 
has been declared, payable June 10, 1955, 
to stockholders of record at the close 
of business May 16, 1955. 

W. W. WHITNELL, 
May 3, 1955 Secretary 


NATIONAL CYLINDER 
GAS COMPANY 


HENRY ANSBACHER LONG INDEX off 





Indices are based on fund operation during the period covered and are 
not a representation of future results. They should be considered in the 
light of the individual companies’ investment policies and objectives 
and the characteristics and qualities of the investments of these companies. 





No responsibility 


based on May 




















INTERNATIONAL 
ny SHOE 
| | COMPANY 
St. Louis 
177TH 
CONSECUTIVE DIVIDEND 
Common Stock 
A quarterly dividend of 60¢ per 
share payable on July 1, 1955 
to stockholders of record at the 
close of business June 15, 1955, 
was declared by the Board of 
Directors. 


ANDREW W. JOHNSON 


Vice-President and Treasurer 


June 2, 1955 











Pullman 
Incorporated 


89th Consecutive Year of 


Quarterly Cash Dividends 
paid by Pullman Incorporated 
and predecessor companies 


A regular quarterly dividend of 
seventy-five cents (75¢) per 
share will be paid on June 14, 
1955 to stockholders of record 
May 31, 1955. 


CHAMP CARRY 


President 


TRAILMOBILE 7 











Reference should be made to the introduc- 
tory article in July 1949 issue, outlining pur- 
poses of publication and considerations in 
selecting stock and cost-of-living averages, 
periods and in interpretation of data. 





1 
12/31/35 


Principal 


6 7 16 
12/30/39 to 
5/31/55 


Principal 
Low High 





BALANCED FUNDS 


American Business Shares 





Axe-Houghton Fund “A” 





Axe-Houghton Fund “B” 





Boston Fund 





Commonwealth Investment 


108.1 
106.3 





Eaton & Howard Balanced 
Fully Administered Fund (Group Securities) — 
General Investors Trust 





114.5 





Investors Mutual 


110.0 





Johnston Mutual Fund 
Nation-wide Securities** 








Dreyfus Fund**** (c) 
George Putnam Fund 
Scudder Stevens & Clark 
Wellington Fund 














Whitehall Fund _ 
Wisconsin Fund, Inc.*** 








174.8 
260.7 
292.2 
$220.0 





AVERAGE: BALANCED FUNDS ___________ 


STOCK FUNDS 
Affiliated Fund*** 





Broad Street Investing Corp. 
Bullock Fund 








Delaware Fund 
Diversified Investment Fund, Inc.*** (c) —_ 
Dividend Shares 








Eaton & Howard Stock 
Fidelity Fund 
Fundamental Investors 
_ Incorporated Investors 














Institutional Foundation Fund 
Investment Co. of America 
Knickerbocker Fund 
Loomis-Sayles Mutual Fund (c) — 
Massachusetts Investors Trust 
Mass. Investors Growth Stk. Fund — >>> 
Mutual Investment Fund (c) 
National Investors 
National Securities — Income*** (c) 
New England Fund (c) 
Selected American Shares 
Sovereign Investors 
State Street Investment Corp. 
Wall Street Investing Corp. (a) 



































61.0 
76.1 
62.1 
62.7 
64.8 
63.9 
50.8 
69.0 
74.2 
50.7 
57.4 
56.1 
60.7 
66.0 
61.4 
60.9 
62.5 
60.7 





AVERAGE: STOCK FUNDS 


90 STOCK INDEX (Standard & Poor’s) — 
CONSUMER PRICE INDEX (B.L.S.) — 
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59.3 
n99.8 
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Base index number of 100 is the offering price? 


COL. 6, 7, and 16 arrived at as follows: To the bid prices at the respective 
dates indicated are added all capital distributions to such data and the re- 


sultant sum is divided by the 1939 base offering price. 


COL. 19 represents the current month-end bid (col. 16 less all capital distri- 


butions) divided by the 1939 base offering price. 


INCOME PERCENTAGE includes only those dividends paid by the com- 
panies out of income earned from dividends and interest on their portfolio 


securities (excluding all capital distributions). 


the annual pefi0 
month-end offerit 


distribution, if 4 
annual period. 

COMPANIES Of 
on the date they 
or balanced fun¢ 





n—new revised series adjusted to Dec. 1939 base. 

r—plus rights. 

ete ox rr. awaits new detailed classifications 
of N.A.I.C. New England a flexible fund with 
current balanced policy. 

{a)—Does not reflect new acquisition cost. 


+Ex-dividend current month. 
tHigh reached current month. 
@Principal index begins after 1939 base date. 
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Scudder 


Stevens 


Sc Clark 





Prospectus on request: 


10 Post Office Square 
Boston 9, Massachusetts 


One Wall Street 
New York 5, New York 


8 So. Michigan Avenue 
Chicago 3, Illinois 


Common Stock Fund, Inc. 





























Fundamental Investors, Inc. 





Diversified Investment Fund, Inc. 








Manhattan Bond fendi Inc. 








Prospectuses available on 


these mutual funds 


local investment firms, or: 


through 


Diversified Growth Stock Fund, Inc. 


HUGH W. LONG AND COMPANY 


INCORPORATED 


Elizabeth 3, New Jersey 





























_ May # offering prices are available on request. 
1 soon to a revised short form index. 
16 WW 18 19 20 
5/31/§ {12 mo. Div. %| Prin. Less | 5-Yr. Avg. 
et " — oe Net Invest. 
-__, ppvest. ap. astr. (D1 
Princigl Distri. | 5/31/55 pananind 
1728.50 9.85 116.7 3.51 
725844 4.24 4197.9 3.05 
290,830 2.01 234.5 3.73 
220,890 2.06 181.2 3.36 
273813 1.79 230.7 3.75 
239805 1.97 212.7 3.60 
7175823 1.41 7145.6 3.38 
169853 3.26 134.9 4.32 
198855 1.11 168.1 3.96 e@ 
2438.12 2.08 223.7 3.85 @ 
1678.55 1.35 138.1 3.97 
2508.12 3.90 225.6 3.530 
198.02 2.42 166.6 3.74 
148.03 2.08 167.2 3.26 
2018.12 2.39 164.2 3.55 
2548.57 4.78 221.1 3.89 @ 
288828 2.73 212.8 3.16 
218.20 2.92 173.7 3.65 
24)B.72 4.68 154.8 4.25 
281gB.85 2.52 239.4 4.64 
+27UB.19 3.16 $222.7 4.19 
20(m.92 4.49 121.1 3.67 
20.13 3.86 182.3 4.93 @ 
2998.15 2.76 185.3 4.08 
33.61 2.81 289.0 3.48 
3248.70 2.39 290.0 4.54 e 
+3498.27 3.31 +299.6 4.16 
+3492.94 1.64 7292.5 3.82 
$239.23 3.32 7180.4 3.75 e@ 
279.62 7.51 201.3 3.53 
1492.72 3.58 90.3 2.47 
2238.12 3.17 153.1 2.89 
288.60 1.00 264.9 4.44 
$2992.16 2.19 ¥250.0 2.89 
+20@2.79 2.94 7165.0 2.63 
3.28 277.2 3.40 
2.39 7116.8 5.60 e 
4.54 151.1 3.88 
5.56 179.9 4.20 
1.03 156.4 4.79 
5.13 178.0 2.98 
1.08 302.4 3.79 @ 
3.21 209.4 3.72 
| 
30, 1939. 






igriding on the corresponding date. 
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ibtained by dividing such dividends accruing over 
the stated date by the average of the twelve 


BUTION column (18) represents percentage of 
ngFepital gains or any other source, for the current 


D AFTER 1939 are given an initial index number 
late they business equal to the average of all those stock 
at the time. 











se date. 









June 1955 


**Became Balanced Fund in 1945. 
***Not included in balanced or stock average. 
****Name changed from Nesbett Fund. 


RIGHT 1955 BY HENRY ANSBACHER LONG. 











AFFILIATED 


FUND 


A Common Stock Investment Fund 


Investment objectives of 
this Fund are long-term 


capital and income 


for its shareholders. 


CHICAGO 


growth 


<¢ 





BUSINESS SHARES 


A Balanced Investment Fund 


Company supervises a portfolio 
balanced between bonds and 
preferred stocks selected for 
stability, and common stocks 
selected for growth. 


Prospectuses on request 


LORD, ABBETT & CO. 
63 Wall Street, New York 


ATLANTA 


LOS ANGELES 




























































































































MOODY’S INVESTORS YIELD TABLES 
Prepared monthly tor TRUSTS AND ESTATES by Moody’s Investors Service 
YIELDS OF YIELDS OF PRICES, DIVIDENDS 
TAXABLE TREASURIES CORPORATE BONDS AND YIELDS 
BY MATURITY GROUPS BY RATINGS 125 INDUSTRIAL STOCKS 
Hi25 "1254 Feeo | 260 1130 go... 
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| 
415/72- 
2/2 S,OF 9/15/72-67 o-fiatenes 
+ 1952 | 1953 | 1954 | 1955 - - 1952 | 1953 | 1954 | 1955 - rr 1952 | 1953 | 1954 | 1955 - 
May April May 
1955 1955 1954 1955 1951-54 1946-50 1941-45 1931-40 1919-1930 
—— End of Month —— Range for Period 
1. U.S. Government Yields —.......____.. 
8-Year Taxable Treas. _...._+___ % 2.29 2.40 1.60 2.40-1.86 280-1.43 1.68-0.90 1.32-1.07 (a) (a) (a) 
5-Year Taxable Treas. % 2.51 2.57 1.95 2.57-2.18 8.00-1.75  1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. _.___... % 2.65 2.78 2.87 2.78-2.52 3.16-1.95  2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 2%s, 9/15/72-67 _..._ESEsS. % 2.74 2.77 2.53 2.77-2.60 3.16-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) 
Victory 3%, 13/16/67 ——......__... % 2.73 2.77 2.53 2.77-2.60 3.31-2.44  2.48-2.08 2.50-2.37 (a) (a) (a) 
314s, 1983-78 % 2.83 2.85 2.72 2.91-2.68 (b) (b) (b) (b) (b) 
8s, 1995 gases dnaniinaiateosieibaiplacnamabeaciaca: aD 2.96 2.99-2.96 
2. Corporate Bond Yields —. 
Aaa Rated Long Term —.._____-_ J 3.04 3.01 2.91 3.05-2.91 3.44-2.65 2.91-2.45 2.88-2.59 6.75-2.70 6.38-4.42 
Aa Rated Long Term —........_. % 3.15 3.14 3.06 3.16-3.04 3.52-2.70 2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A Rated icag Tem ———.____..... aa 3.23 3.19 3.17 3.23-3.14 3.69-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term —......._EEsi—i 3.50 3.49 3.49 3.50-3.45 3.90-3.15 3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
8. Tax-Exempt Bond Yields 
Aaa Rated Long Term % 2.05 2.08 2.18 2.11-2.05 2.73-1.28 1.98-0.90 1.84-0.93 2.81-1.56 (b) (c) 
Aa Rated Long Term 2.22 2.25 2.29 2.26-2.18 2.96-1.37 2.21-1.04 2.11-1.21 3.02-1.78 (b) (c) 
A Rated Long Term _____. 2.55 2.57 2.67 2.58-2.54 8.34-1.72  2.64-1.28 2.49-1.49 3.29-2.11 (b) (c) 
Baa Rated Long Term 3.06 3.08 3.22 3.08-3.02 3.79-1.98 3.05-1.57 2.94-1.80 3.71-2.60 (b) (ce) 
4. Preferred Stock Yields _.......____. 
Industrials—High Dividend Series 
High Grade % 3.90 3.89 3.89 3.91-3.87 4,24-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade ——— N 4.45 4.50 4|83 4.55-4.50 5.28-4.53 5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
High Grade % 3.67 3.64 3.70 3.68-3.63 4.02-3.45 3.92-3.27 (d) (d) (d) (d) 
Medium Grade ——__-_-__ % 4.03 4.07 4.09 4.13-4.03 4.39-3.80 4.20-3.52(d) (d) (d) (d) 
Utilities—Low Dividend Series 
High Grade % 3.93 3.90 4.02 3.98-3.89 4.45-3.77 4.24-3.40(d) (d) (d) (d) 
Medium Grade ——..-...-.-- % 4.23 4.19 4.29 4.29-4.19 4.87-4.17 4.65-3.69 (d) (d) (d) (d) 
5. Common Stocks 
125 Industrials—Prices (f) — $122.15 122.40 92.86 122.40-116.83 115.64-64.91 64.46-43.20 49.30-22.69 49.10-10.56 78,06-34.81 (e) 
125 Industrials—Dividends (f) — 4.95 4.93 4.47 4.95-4.79 4.73-4.13 4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (e) 
125 Industrials—Yields — % 4.05 4.03 4.81 4.18-4.03 6.84-4.09 7.29-3.20 7.71-3.56 10.13-2.59 6.21-3.19 (e) 
(a)—U. S. Govt. Bond Yield Averages in this series date from Jan. 5, 1943. (d)—Low Dividend Preferred Yield Averages in this series date from 


(b)—U. S. Govt. Bond Yield Averages in this series date from April 15, 1953. 
(c)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 


*Revised 


Jan. 2, 1946. 


(c)—125 Industrials Averages date from Jan. 1, 1929. 


(f)—Dollars per share. 
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NVESTMENT ADVISERS AND MANAGERS 
| are always eager to acquire unusual 
values for their accounts. Nevertheless, 
it is only the unusual, tough-minded 
adviser who will defy conventions, which 
afford a cloak of safety for his own 
or his institution’s reputation, to step 
outside the beaten path. 


One New York City trust investment 
officer is proud to point to his bank’s 
decision to move into the paper indus- 
try in the early 1940’s. After the dis- 
astrous industry performance in the 
30s, it took courage as well as judg- 
ment to then buy paper shares for trust 
accounts. Electric utilities as well as 
paper stocks were selling at four to 
seven times earnings ten to fifteen years 
ago. Today partnership interests in 
these fields, having developed a high 
degree of investor acceptance, sell at 
15 to 17 times earnings. 


Investment cannot be done in retro- 
spect, unfortunately. To achieve excep- 
tional results, the continuing problem 
is to select thoroughly sound and grow- 
ing companies in industries currently 
disrespectable. Leading aircraft manu- 
facturing companies now sell at between 
five to seven times earnings, as com- 
pared with widely acknowledged top- 
quality growth issues at from twenty to 
thirty times. The latter high ratios re- 
flect strong investor confidence in con- 
tinuity of growth of earnings, while 
the aircraft shares’ low-price ratios 
mirror investor unfamiliarity with and 
fears concerning its position in our 
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economy. It may be worth a little dig- 
ging to determine whether trust officers 
and advisers are again making a mis- 
lake in relying upon conventional opin- 
ion and appraisal, rather than reasoned 
judgment based upon facts. 


Some New Factors 


Senator Walter George, Chairman of 
the Foreign Relations Committee, in a 





June 1955 


Painting by Marshall Johnson in collection of State Street Trust Co., Boston. 
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talk before the American Society of 
Newspaper Editors on April 24th, out- 
lined tersely the changed conditions 
under which this country lives today as 
leader of world opinion. World leader- 
ship unsought, he said, has come our 
way and we must accept it and have 
strength and the will to exercise it. 
Note particularly his words: “In an 
atomic age, that means strength in be- 
ing, because the nuclear weapons of 
this modern age have destroyed the 
productive capacity of the people on 
which great reliance could have been 
placed, but you must have something 
ready and presently at hand. So this is 
not the time for us to turn back in 
our efforts to continue militarily strong. 
nor is it the time for us to lose interest 
in the economic soundness and strength 
of the whole free world.” 


Unless we are resigned to fall hope- 
lessly behind in airpower we have no 
choice but to back Secretary of De- 
fense Wilson who was reported on May 
20th as saying that the United States 
was building military forces of “tre- 
mendous power” in an “unremitting 
effort to achieve world peace.” He said 
the buildup of these forces would go 
forward steadily and would not be 
“materially disturbed” by either enemy 
propaganda efforts or “wishful think- 
ing” by Americans or their allies. 


C. L. Sulzberger, columnist for The 
New York Times, on April 25th, de- 
scribes the new role of United States 
air power in these words: 


“Air power has become an immeas- 
urably important arm of our foreign 
policy. Ability to retaliate against dis- 
tant enemies has enabled the United 
States to play a decisive role in world 
affairs. Land-based and sea-based planes 
permit us to maintain swift communica- 
tions between our Pacific and Atlantic 
allies. Diplomatically, air fleets are grad- 
ually edging into the traditional peace- 
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time role of navies, showing the flag. 
Sudden stationing of American aircraft 
in distant points may be interpreted 
as warning by potential aggressors. An 
essential of our strategy during the 
present uneasy period has been to build 
in many corners of the earth expensive 
bases from which our planes can strike 
in case of war. The need of such bases 
has had critical reflections on our 
foreign policy as it assumes global re- 
sponsibilities.” 

Very simply this means that the na- 
tion without airpower lacks the means 
to command respect for its ideas. An 
ineffective airforce constitutes an invita- 
tion to sudden enemy knockout attack. 
Air power has taken over the role filled 
for 200 years by the British Navy as a 
world policeman. It is inconceivable 
that any Administration, in our life- 
time, would dare invite national extinc- 
tion by failure to permit or encourage 
the greatest possible development of 
aircraft and guided missiles programs. 
Airpower must be maintained at peak 
efficiency at all times and this inescap- 
able fact alone is reason for believing 
that the industry will continue to pro- 
duce upon a more assured schedule 
than in the past, when feast or famine 





F-100 Super Sabre Jets at North American 
Aviation’s Los Angeles plant. The Air 
Force recently placed a $100 million order 
for more of these planes from North 
American’s Columbus, Ohio, plant. 
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conditions justified a speculative ap- 
praisal of all aircraft equities. 


Even though we are a nation of ideal- 
ists, always eager to stop defense pro- 
duction in favor of consumer needs, we 
seem to have partially learned that in 
the atomic age we cannot turn airplane 
development and production on and off 
like a water tap. From airplane design 
conception to achievement of combat 
availability takes from five to eight 
years. Even temporary disruption of 
aircraft organization effort could hard- 
ly fail to bring lasting impairment of 
our position in world affairs. 


Are Earnings Adequate for 
Supremacy? 


What about profit limitations? Are 
current earnings of aircraft manufac- 
turing companies “lush” as described 
in a few Wall Street publications and 
in some market letters? Dollar volume 
of business for the largest companies 
has grown importantly in recent years. 
Through 1953 the excess profits tax 
prevented earnings from growing in 
proportion to increasing responsibility 
and production but upon its expiration 
net earnings after taxes rose sharply. 
Had there been no excess profits tax, 
the increase could have occurred some- 
what more gradually and in keeping 
with the radically bigger job being 
done for the country. Since, instead, 
earnings appeared to jump, there has 
been misconception about their size. 


This has resulted in two pending in- 
vestigations into aircraft company pro- 
fits by Representatives Hebert and Ma- 
hon, which may extend over a prolonged 





E 





The 80-ton turbo-prop R3Y-2 Tradewind, built by Convair in San Diego for the U. S. Navy, 


period and inject into investors’ minds 
a feeling of uncertainty. However, the 
belief that any Washington investiga- 
tion must inevitably lead to punitive 
legislation no longer prevails and it 
appears reasonable to assume that good 
judgment will still permit industry 
prosperity necessary to maintain United 
States world air leadership. 


But are aircraft company profits 
really as lush as has been intimated? 
Manufacturing companies had average 
net earnings for 1954 of about 7% of 
sales, while 1954 aircraft net earnings 
were 3.7% of sales. Even though it is 
true that a large part of aircraft plant 
facilities have been provided by Gov- 
ernment and that progress payments 
help provide working capital to finance 
contracts in large figures, 3.7% on sales 
hardly seems an exorbitant profit rate. 
Effective research, technological devel- 
opment and incentives to efficient pro- 
duction can only come from rewarding 
accomplishment. 


Again, is return on invested capital 
a reasonable yardstick for measurement 
of profits? Representative Mahon com- 
pares company earnings to investment 
in plant and equipment and calls recent 
industry profits, “jet-propelled.” J. L. 
Atwood, President of North American 
Aviation, says that to relate aircraft 
company earnings to invested capital 
seems about as sensible as to judge 
the fairness of a writer’s income by 
the return on his outlay for a type- 
writer. He states that management skill 
in designing and engineering ever in- 
creasing performance into aircraft can- 
not be measured by dollars put into 
brick and mortar. 








So sea re 


can carry 103 passengers, guns, tanks or cargo. This type of plane recently flew from San 
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Diego to Pawtuxent, Md., in under seven hours. 





A graduate of Williams College, the author 
worked in Wall Street banking and invest 
ment circles for several. years before becom. 
ing a partner with his brother in the invest- 
ment advisory firm of Lancaster and Norvin 
Greene in 1928. He has written extensively 
on financial and investment topics. 








No Profits—No Aircraft Industry 


The Renegotiation Board, perhaps 
reacting to Washington political winds, 
renegotiated the aircraft industry’s 
most efficient producer, Grumman Air- 
craft, and asked it to return to the 
Treasury $710,000 from 1951 earnings. 
Rumor has it that an influential member 
of the Board is electric-light-and-power 
minded, giving much emphasis to re- 
turn on invested capital, but the Board 
has made no statement outlining its 
reasoning. Grumman has appealed to 
the Tax Court and it may take up to 
two years for a final decision. 

















To evaluate now the success of Grum- 
man’s appeal will help us make up our 
minds about the market’s undervalua- 
tion of all aircraft shares. Practically 
all Grumman contracts of size are in- 
centive-type contracts which allow the 
Company to retain 10% to 20% of its 
cost reduction achievement. In effect, 
the Government says if Grumman does 
a superb job of saving money, Grum- 
man may keep a small part of the sav- 
ings. The Renegotiation Board comes 
along and in effect says, “you have done 
such a magnificent job in saving money 
for the nation, we will penalize you for 
it.’ Renegotiation and incentive type 
contracts are clearly contradictory and 
incompatible. Can the courts reasonably 
decide otherwise? 























It may be argued that aircraft manvu- 
facturing profits can be radically cut, 
if some politicians believe it will garner 
votes for them. It happened in France. 
To take profit out of aircraft manufac- 
ture the Leon Blum government took 
over the industry. Today France has 
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no air power and no aircraft industry 
of consequence. Senators George and 
Symington are unlikely to take steps 
to eviscerate United States airpower. 
Secretary of the Airforce Talbott, Sec- 
retary of Defense Wilson and Presi- 
dent Eisenhower are most unlikely to 
be parties to an emasculated aircraft 
industry which would risk destruction 
of our nation. 


Unrealistic Fears Make Bargains 


Now let’s consider share prices of 
aircraft companies. Until recently air- 
craft stocks have been the market lead- 
ers of the rise for more than a year and 
one half. Inevitably speculators, who 
knew only that prices were rising, ac- 
quired an interest in aircraft stocks. 
Fear came and the uninformed have 
dumped their holdings. The speculator’s 
philosophy is, “what is going up must 
be good and what is going down is no 
good.” Since aircraft shares are as yet 
unconventional, there is almost no in- 
stitutional buying to cushion sell offs. 
Today, as always, aircraft share move- 
ments up and down are violent. The 
recent set back of 25% to 35% in prices 
is not unique. Nevertheless, since 1946 
they have proved to be among the best 
holdings one could have owned. For 
example, $10,000 invested in Boeing in 
June, 1947 now has a market value 
(after decline from 881% to 63) of 
$130,000. Even if one had picked the 
highest price of 1946, $10,000 invested 
then in Boeing has a present market 
value of $57,000. 


How do aircraft stocks compare to- 
day with most shares of leading United 
States companies? Of companies ac- 
knowledged to be leaders in big in- 
dustries it is next to impossible to find 
shares other than aircraft selling as low 
as 6 times current earnings. To com- 
pare Boeing with Dow Chemical is to 
compare companies with vastly differ- 
ent histories and widely unlike busi- 








PRICE-EARNINGS RATIO 


As usual in unpopular industries, shares 
of the leading aircraft companies sell at 
little higher ratio times earnings than 
shares of those in secondary position. The 
following table lists six leading companies 
and a few of their recent statistics: 





Earnings Dividend 
Price Per Sh. Per Sh. 
6-3-55 Company 1954 Est. 1955 
63 Boeing Airplane $11.39 $4.00 
70 Douglas Aircraft 9.80 4.50 
34 Grumman Aircraft — 5.61 2.50 
46 Lockheed Aircraft _. 7.94 3.00 
54 North American _. 6.46 3.50 
71 United Aircraft _ 7.65 4.00 








June 1955 





Turbojet engine J-57, designed and built by Pratt & Whitney Aircraft with afterburner 
which provides the high thrust power that enables fighter aircraft to fly faster than the 
speed of sound in level flight. 


nesses. And yet when Dow sells at 30 
times continuing and growing earnings 
and Boeing sells only 6 times earnings, 
the investor who _ unconventionally 
picks Boeing may get more today for 
his investment dollar. Popularity is 
surely a component of the price of Dow 
Chemical and just as surely Boeing 
Airplane’s price today includes a factor 
of apprehension and fear. 


With its shares selling only 5 to 6 
times continuing profits, Boeing earns 
17% on the dollar invested in its shares 
at the time this is written. Even divi- 
dends of approximately 40% of earn- 
ings will yield close to 7%. 


Another point sometimes overlooked 


in appraising the industry is that prac- 
tically all the leading units have spent 
and will continue to spend large sums 
for research in guided missiles and 
electronics. Nobody can pinpoint the 
time element but guided missiles may 
assume the dominant role in air power 
sometime in the future. 


Aircraft Shares are Peace Stocks 


As the years pass and aircraft earn- 
ings prove continuing, may not the 
time come when investors must recog- 
nize the qualifications of aircraft manu- 
facturing shares as investments? As 
when paper company stocks and elec- 
tric light and power company stocks 
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achieved respectability, aircraft shares 
will appear conservative investments 
when they are selling at 15 times earn- 
ings. That paper stocks would sell at 
15 times earnings in 1955, seemed ludi- 
crous to conventional investors even as 
recently as ten years ago. Perhaps to- 
day one trust officer will reason out the 
desirability of aircraft shares for in- 
vestment and act on his judgment. Ten 
years from now his fellow trust officers 
will likely agree he was a man of cour- 
age and judgment. As it appears to- 
day, he will have no more company 
than had his brother trust officer who 
bought paper shares in the early ’40’s. 












Few investors want to derive their in- 
come from war or from the distress of 
their fellow man. This understandable 
feeling has led some to avoid ownership 
of aircraft manufacturing shares: But 
when has weakness kept a nation from 
being invaded? Freedom from invasion 
must be based on “strength and will.” 


No investment we can make in the 
United States is secure without national 
military strength. Control of the air is 
its keystone. Peace then depends on 
vigorous health of our aircraft indus- 
try. More than any other investment, 
aircraft manufacturing company shares 
today are peace stocks. 
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The Navy’s fighter-interceptor, the F4D Sky- 
ray, built by Douglas El Secundo Division, 
is the first carrier plane to hold the official 
world’s airplane speed record, with a mark 
of 753.4 m.p.h. Powered with a Pratt & 
Whitney J-57 turbojet engine, the plane is 
designed to climb quickly to high altitudes 
and destroy enemy aircraft before they can 
strike vital targets. 

































Gifts for Colleges 


Three hundred of the country’s largest 
manufacturers gave over 2% of net in- 
come last year to philanthropic causes, 
about one fifth of it to education, ac- 
cording to a report by the Council for 
Financial Aid to Education. In recent 
months gifts made or announced repre- 
sented General Dynamics, General Elec- 
tric, General Motors, du Pont, Bethlehem 
Steel, U. S. Steel, Container Corp. and 
Kennecott Copper. Abraham & Straus, 
Brooklyn’s oldest department store, cele- 
brated its 90th anniversary by giving 
$25,000 each to Pratt Institute and Poly- 
technic Institute of Brooklyn. 










Ford Foundation recently announced 
the award of 138 one-year fellowships 
to faculty members costing a total of 
$800,000 dollars. Fifty-nine charitable 
foundations or trusts set up by leading 
American corporations have been listed 
by the Council, which urges other com- 
panies to use this method of handling 
the contribution problem. Legislation 
and court decisions in 29 states have 
helped to remove the fear that corporate 
charitable contributions are illegitimate. 





More than half of the privately sup- 
ported colleges and universities are 
operating with a deficit, David Rocke- 
feller, executive vice president of Chase 
Manhattan Bank of New York, stated 
last month. He told the trustees of 
Emory University that these institutions 
need an additional $250 to $300 million, 
and challenged business firms to contri- 
bute more. 


While achievement of this financial 
goal is still a long way ahead, some cause 
for optimism may be found in the report 
of John Price Jones Co. that in the past 
year 50 colleges received a total of 
$132,347,000 compared with $17,952,000 
in 1920-21, the first year of the company’s 
annual survey. 
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GOING PLACES  eep-sea fishing 


Cities Service, fishing for oil and gas in the waters of the Gulf of Mexico, 

last year brought in a record catch of liquid petroleum. Cities Service “anglers” 
are now fishing the deepest waters yet, in search of even more gas and oil, 

to meet the needs of its fast-growing customer family. 
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A Growth Company 
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NTOCK VALUATION IN Recent MERGERS 


A STUDY OF APPRAISAL FACTORS 


CHELCIE C. BOSLAND 


Eastman Professor of Political Economy, Brown 


IGNIFICANT CHANGES IN THE CONTROL 
S of many American manufacturing 
corporations have taken place during 
the past two years. Through merger, 
stock acquisitions, or sale of assets, we 
have seen one of the most active com- 
bination movements in several decades. 
There have been major consolidations 
among the independent companies in 
the automobile industry; the “giants” 
in the textile field have been reaching 
out in some of the most spectacular 
moves on record to shift control of com- 
panies going through one of the most 
prolonged periods of adversity ever 
known to them. The movement has left 
few major industrial fields untouched, 
although its principal impact thus far 
has been in automobiles and textiles. 


At least one important merger or 
acquisition of control can be found in 
aircraft manufacturing, steel and ma- 
chinery, motion pictures, office equip- 
ment, chemicals, construction, floor cov- 
erings and dairy products, not to men- 
tion the biggest combination in the 
annals of the hotel industry, the pur- 
chase of control of the Statler chain by 
the Hilton interests. 


Students of industrial history will find 
little new in the flare-up of business con- 
solidation that seems to accompany 
every period of prosperity and rising 
stock prices, and no one can now foresee 
the ultimate limits of the forces that 
have been set in motion. Certainly, so 
far, the movement hardly compares in 
magnitude with similar periods in the 
past. Yet it has probably gone far 
enough to make it worthwhile to ex- 
amine at least some aspects of recent 
developments. For this purpose the 
broad economic implications of some 
twenty-six mergers, or stock or asset 
acquisitions, will be sketched as an in- 
troduction to a more detailed study of 
the evidence they provide of the basic 
factors that seem to have been de- 
terminative of the stock valuation of 
these concerns. This may be the kind of 
laboratory in which students of valua- 
tion problems can find something of 
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This is the first of 
a three-part study by 
Professor Bosland, 
whose entire career 
has been devoted to 
economic teaching 
and research. He is a 
graduate of the Uni- 
versity of Minnesota, 
University of Mich- 
igan, Ph D. and 
member of Phi Beta Kappa and other 
learned and professional societies. In addi- 
tion, he is a past president of the American 
Finance Association and has served for four 
years on the Advisory Committee of the 
Rhode Island Development Council. A fre- 
quent contributor to economic journals, he 
is also the author of “The Common Stock 
Theory of Investment” and “Corporate Fi- 
nance and Regulation.” 





significance, for the companies cover as 
wide a range of products, profitability, 
stability of earnings, dividend record, 
asset coverage, working capital position, 
capital structure, and business outlook 
in the industrial field as one could 
desire. 

The list of companies studied may 
not be complete, but it is believed to 
cover with fair adequacy transactions 
important enough to be covered in the 
financial press from Spring 1953 to 
August 1954, and companies for which 
reasonably accurate information can be 
obtained. 

In all cases, with the exception of two, 
(Le Tourneau and Alexander Smith, 
where only a part of the assets were 
purchased) effective control of the sell- 
ing company passed to the buyer, either 
through purchase of assets, purchase of 
all the voting stock, or of enough stock 
to insure voting control. Hence the de- 
sire to get control — for whatever pur- 
pose — was undoubtedly a motivating 
factor in most of the transactions. 


Objectives of Control 


No simple statement of the objectives 
of merger or control is likely to be 
valid. Usually these transactions were 
large enough to require some thought 
and preparation, although one of them 
was reported to have been hatched in a 


University 


taxicab. But it does not take much 
imagination for anyone who has fol- 
lowed the fortunes of some of these com- 
panies to realize that a number of them 
arose from weakness rather than 
strength. In this regard, the period 
might be partially characterized as one 
of “mergers in distress.” That would 
appear to be true of the four major 
moves in the automobile and several in 
the textile industry. In these two areas, 
recent earning trends had been sharply 
downward — in some instances almost 
catastrophically so (for example, Stude- 
baker, Hudson, Autocar, Packard, and 
Kaiser in automobiles; American 
Woolen, Robbins, Goodall - Sanford, 
Textron, Wamsutta in textiles) and the 
managements were faced with the neces- 
sity to take more or less heroic steps to 
improve their position or even survive. 


Frequently the combining concerns 
were faced both with the necessity to 
try to cut costs, improve products, 
strengthen distribution and work out 
the kind of economies that merger might 
afford in an effort to operate in a highly 
competitive market. In other cases, par- 
ticularly in textiles, possibilities of gain 
through liquidation of all or part of the 


manufacturing facilities and the im- | 


provement of working capital were un- 
doubtedly important considerations. 
Occasionally the motive was obscure, as 
when J. P. Stevens & Co., Inc. bought 
41% of the stock in Robbins Mills only 
to sell it to Textron, Inc. three months 
later, whether at a profit or loss has not 
been announced. 

In the great majority of the remaining 
cases, the buyers sought to strengthen 
their positions by achieving one or all 
of the following objectives: 


1. greater product diversification 


2. economies in manufacture, sell- | 


ing, or research 

3. gains from more efficient man- 
agement 

4, tax advantages, particularly 
from carry-over of losses 

5. profitable investment of liquid 
funds for the buyer 

6. a means of acquiring needed 
working capital 
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To these can be added a long list of 
considerations that might have had some 
bearing on the decisions. For example, 
Howard Hughes stated that he paid 
what seemed a high cash price for the 
stock of RKO Pictures Corp. so that the 
stockholders would not take a loss under 
his management. The possibility of end- 
ing litigation brought by stockholders 
might also have had some influence in 
this case. Or, what seemed a very high 
price for Hotel Statler stock ($50 
against a previous market price of about 
$28) may have been rationalized by the 
Hilton interests because other hotel in- 
terests were eager to buy the Statler 
chain. 


Sometimes the ambitions of an in- 
dividual, regardless of other considera- 
tions, may have been the determining 
factor. It would be interesting to spec- 
ulate about the personal and psycho- 
logical reasons for each of the above 
transactions, but that is neither possible 
nor necessary here. Obviously no merger 
or major stock purchase takes place 
unless someone sees an advantage in it, 
and it must be remembered that in a 
period of rising stock prices, such as 
1953-54, merger announcements are 
usually interpreted bullishly, giving the 
stocks an upward push. In almost every 
case this has meant large gains, at least 
on paper, to stockholders. Even where 
the price of the acquired stock seemed 
high, as in the Statler-Hilton hotel mer- 
ger, the stock market was optimistic 
about results and quotations usually 
spurted upwards. Hilton Hotels Corpora- 
tion stock rose from 28 before the mer- 
ger was announced to 3614 two weeks 
later, after having sold as low as 18%4 
earlier in 1954. The interplay between 
the merger movement and rising levels 
of stock prices in 1953-54 may be diffi- 
cult to measure with precision, but it is 
undoubtedly definite and real. 


Monopoly Elements 


Mergers and stock acquisitions are 
frequently looked upon with public dis- 
trust because of possible monopolistic 
tendencies or at least the impairment of 
competition, in the popular sense. Our 
anti-trust laws, with recent amendments, 
are clear in their prohibition of either 
stock or asset purchases where the result 
is to create monopoly or seriouslyly to 
impair competition. How do_ these 
twenty-six cases look from the stand- 
point of the preservation of active and 
effective competition in American in- 
dustry? 


Generally speaking, there seems to be 
little in the movement, to date at least, 
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that suggests serious changes in com- 
petitive status. This is true because: 


1. Many acquisitions involved non- 
competitive products or completely un- 
like products, acquired for purposes of 
diversification or vertical integration. In 
this category would be: 


Consolidated Vultee - General Dy- 
namics 


Russell-Miller-F. H. Peavey 
Royal Typewriter-The McBee Com- 
pany 
Mathieson Chemical-Olin Industries 
Merritt-Chapman, & Scott-Marion 
Power Shovel Company 
Fabricon Products - Eagle - Picher 
Company 
R. G. Le Tourneau-Westinghouse 
Air Brake Company 
American Woolen-Textron 
U. S. Spring & Bumper-Rheem 
Timken - Detroit Axle - Standard 
Steel Spring 
Reo Motors- Henney Motor Com- 
pany 
2. In some cases, the companies had 
previously been competitive in only a 
small degree, because the main products 
were different or the market areas cov- 
ered were different, and in some cases 
clearly distinct. In this group would 
probably be found: 


Golden State-Foremost Dairies 
Pacific Mills-Burlington Mills 
Goodall-Sanford-Burlington Mills 
Robbins Mills-J. P. Stevens & Co. 


Here the competitive structure of the in- 
dustry, both actual and potential, may 
have been modified somewhat, but it is 
hard to see how the essential vigor or 
severity of competition, which came 
largely from outside producers, was 
seriously changed. 


3. Where the combining companies 
had previously been competitive in the 
sense that they sold similar products in 
more or less direct market competition, 
although with some market segregation, 
the resulting lessening of competition is 
definite but uncertain in degree. This 
would seem to cover the following: 

Willys-Overland-Kaiser Motors 
Autocar-White Motor Company 
Nash-Kelvinator-Hudson 
Studebaker-Packard 
Sloane-Blabon-Congoleum-Nairn 
Hotels Statler-Hilton Hotels 
Wamsutta Mills-Lowenstein 


More or Less Competition? 


In the automobile mergers the com- 
petitive picture is confused. On the one 
hand, they undoubtedly cut down what- 
ever competitive force the companies 
exerted separately. Certainly it is reason- 
able to expect that competition between 
Nash and Hudson, for example, will be 









less intense than previously. On the 
other hand, the independents, who to- 
gether accounted for less than 6% of 
all new car sales in 1954, had suffered 
such a severe shrinkage in sales and 
earnings that there was a real question 
of survival if they remained separate. 


Thus the question is not whether com- 
petition has been modified, but whether 
the automobile industry will be, para- 
doxically, more competitive because the 
newly-combined “little three” will now 
be in a position to give the “big three” 
a better run for their money. Seemingly 
these outstanding instances of horizontal 
combination which might be expected to 
bring outcries from the defenders of 
competition and action from the Depart- 
ment of Justice caused scarcely a ripple 
of protest, largely because it seemed 
clear that the cause of competition, in 
the popular sense, might actually be pro- 
moted by encouraging the independents 
to combine and compete on more equal 
terms. Whether there will be more vigor- 
ous or less competition remains to be 
seen. 


In the hotel combination, competition 
might also be affected, but the effect will 
be limited to a few of the larger cities 
where both Statler and Hilton have 
hotels. In these cities, there are usually 
enough independent hotels to assure that 
the combination falls far short of mon- 
opoly. 

In the remaining acquisitions in this 
group, the competitive status of the in- 
dustry is changed somewhat more im- 
portantly in linoleum, perhaps, than in 
cotton textiles but in neither case did the 
decline of competition in the industry 
pose a serious threat to the public. 


4. The assets or stocks of some com- 
panies were acquired by individuals 
with the professed intention of continued 
independent operation. If these inten- 
tions are fulfilled, there are obviously 
no monopoly implications. The com- 
panies involved are: 

Taylor-Wharlon Iron & Steel 
R.K.O. Pictures 

Kelley Island Lime & Plaster Co. 
Birdsboro Steel Foundry 
Chickasha Cotton Oil Company 
Follansbee Steel Corporation 

It would seem reasonably safe to say 
that while some sizeable combinations 
have been put together, nothing ap- 
proaching a “trust movement” in the 
monopoly sense has been seen so far. 
True, there have been negotiations look- 
ing toward mergers that have stronger 
monopoly implications, such as the Beth- 
lehem-Youngstown Sheet and Tube pro- 
posal which brought some criticism, but 
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514% pr. stock in exchange. 


stock arrears of $3.75 per share; (b) Cash value of $12 par value White Motor Co. 


(a) After pr. 















these seem not to have ap- 
proached fruition. There has 
been some cognizance of im- 
pending danger if the move- 
ment spreads to larger concerns 
in less competitive industries, 
but so far the realized combina- 
tions have been accepted with 
comparative equanimity, and 
probably there is no grave cause 
for concern on the part of the 
most stalwart defenders of com- 
petitive industry. However, it is 
easily possible that more ques- 
tionable proposals may arise 
and vigilance would seem to be 
in order. 


Stock Values in Purchase 
or Merger 


One of the most interesting 
aspects of recent corporate ac- 
quisitions is the price paid for a 
company’s stock or assets. Since 
working control was usually in- 
volved, frequently with almost 
complete ownership of assets or 
voting stock, these cases supply 
interesting evidence of price- 
determining forces for business 
equities in control situations. 
To be sure, control itself is an 
important power, and some- 
times a great deal is paid for it. 
Hence we do not find here a 
complete clue to the market 
values that so frequently have 
to be determined for minority 
holdings of stock for the pur- 
pose of a public offering, pri- 
vate sale or exchange, the set- 
tlement of contracts, and the 
determination of “fair market 
value” for tax purposes. 


It is a notable fact that even 
today, the practical determina- 
tion of stock values where a 
market is lacking is frequently 
so arbitrary and uncertain in 
cases calling for the use of valu- 
ation principles that prolonged 
and costly litigation results. 
Court verdicts in such cases all 
too frequently rest on _ little 
more than a sort of rough aver- 
age of the rival claims of con- 
tending “experts,” who buttress 
their arguments with impres- 
sive, but frequently defective, 
measures of “value.” One of the 
real needs that must be met if 
justice is to be done where stock 
valuations are involved, is a re- 
finement of techniques and a 
more general recognition of the 


basic determinants of stock values, if 
such can be found. 


These basic factors must be analyzed 
in several areas where they are mani- 
fest, if we are to move toward a more 
objective and widely-accepted set of 
valuation principles. The experience that 
has been accumulating in these recent 
stock and asset acquisitions and mergers 
may shed some needed light on at least 
a part of this area. 


We may then ask what are the basic 
factors that explain the prices paid for 
stocks or assets in these twenty-six cases. 
Does any consistent pattern emerge or is 
there such a diversity of forces that none 
can be identified as more important than 
others? 


It would seem reasonable to assume, 
as most textbooks tell us, that if a con- 
cern is acquired for profits and dividend 
return, the major emphasis would be on 
the past earnings and dividend record. 
The assets required to produce these 
earnings might be more or less irrelevant 
or at least secondary. On the other hand, 
where acquisition is for the purpose 
of possible partial or complete liquida- 
tion, particular attention would be paid 
to the break-up value. But plants that 
can be liquidated might also be operated, 
and vice-versa, or partly operated and 
partly liquidated, so there would seldom 
be a complete exclusion of either motive. 
Hence we must investigate not only 
earnings, dividends, and asset struc- 
tures, but also other factors such as 
working capital position and capital 
structures, which are sometimes pre- 
sumed to influence stock values. 


Can we find in these transactions any 
regularities that will lead to valid 
generalizations where control is_ in- 
volved? How much of a premium over 
the market price for small lots of stock 
is paid for control? What seems to be 
the relative importance of earnings, divi- 
dends, book value and net current assets 
per share, ratios of current assets to 
current liabilities, and the proportions 
of common stock, preferred stock, and 
bonds to total capitalization, in the pur- 
chase or exchange of stock or corporate 
assets? The pertinent information to 
answer these questions is summarized 
in the table herewith. 


Auto Industry Stocks 


It has been observed that the auto- 
motive mergers looked like “marriages 
of necessity.” In most cases one or the 
other or both of the merging companies 
was faced with problems of drastically 
shrinking sales and mounting losses as 


TRUSTS AND ESTATES 





s, if 


lyzed 
nani- 
more 
t of 
that 
scent 
rgers 
least 


basic 
| for 
ases. 
or is 
none 
than 


ume, 
con- 
dend 
e on 
cord. 
these 
‘vant 
and, 
pose 
lida- 
paid 
that 
ated, 
and 
dom 
tive. 
only 
truc- 
h as 
pital 
pre- 


any 
valid 
in- 
over 
stock 
o be 
divi- 
ssets 
s to 
tions 
and 
pur- 
yrate 
n to 
rized 


auto- 
jages 
r the 
inies 
cally 
2s as 


ATES 














Fn PPD 


’ 
" 
mM 








Ne ee MST T TTI MIM VIGO GIGI GEG MIVIVIVE GI OIG! VISEVIVYSIVIVIGIVLV IVINS VENI ANI SENIN CY ISIN SSS 






































DEALERS IN 


State, Municipal and Public Housing 
Agency Bonds and Notes 


The Chase Manhattan offers trust officers and others acting 
in fiduciary capacities a well rounded service 

in this type of investment. Inquiries will receive 

the personal attention of experienced officers. 


Bond Department 
THE 


CHASE MANHATTAN 
BANK 


Head Office: 18 Pine Street, New York 15 


Member Federal Deposit Insurance Corporation 


June 1955 519 





























the industry became more intensely com- 
petitive, especially among the “Big 
Three.” Some, like Kaiser, felt the im- 
pact of falling sales early; others, like 
Studebaker, Nash-Kelvinator and 
Packard did reasonably well through 
most of 1953, but were hit hard in 1954 
when sales dropped as much as 50% 
below 1953 levels. Only Willys-Overland 
and one truck and diversified manufac- 
turer, Reo Motors, and the auto parts 
companies, Timken, Standard and U. S. 
Spring, were reasonably profitable at 
the time of the mergers. Hence, this in- 
dustry provides a number of examples 
of valuation in distress. 


Four cases involved exchange of 
stock, Nash-Hudson, Studebaker-Pack- 
ard, Timken - Standard, Rheem- U. S. 
Spring, while two, Willys-Kaiser and 
Reo-Henney, involved the purchase of 
assets, and White-Autocar involved stock 
purchase by exchange of 514% pre- 
ferred stock of the buyer. As this pre- 
ferred stock was selling around 75, the 
$12 of preferred given for each share of 
Autocar is treated as a cash purchase at 
the equivalent of $9 per share. 

Since a detailed description of each 
case is impossible here, the reader is 
referred to the table for the basic in- 
formation concerning such valuation 
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factors as average and recent earnings, 
dividends, book value, net current assets 
per share, current ratio, and capital 
structure. 


Now let us see to what extent we can 
objectively determine the factors that 
seem to have been important in merger 
plans in the automobile industry. First 
let us compare the valuation of Willys- 
Overland stock with that of Autocar Co. 
The stockholders of Willys-Overland 
realized about $17 a share and those of 
Autocar about $9.00 (cash value) for 
their stock. Willys was the better earner 
but Autocar had the stronger asset posi- 
tion, higher current ratio and a slightly 
smaller proportion. of senior capital. 
Neither company had a good dividend 
record, and only Willys stockholders 
were paid a substantial premium above 
the market price of the stock two months 
prior to acquisition. The following sum- 
mary makes this clear: 


Willys- Autocar 
Overland Co. 
Purchase Price per share __. $17.00 $ 9.00 


Market Price 2 mo. previous 13 10 


Latest Year Earnings _______. 2.01 0.13 
5-Yr. Average Earnings 1.55 0.28 
Latest Year Dividend ___ None None 
Book Value per share 19.50 25.44 
Approx. Net Cur. per share _ 5.20 14,90 
Cumpont Rate: 1.5 5.3 
% Common & Surplus to 

Ea ar 84% 89% 


The inability of Autocar to operate 
profitably made its stock sell at large 
discounts from asset equities. In fact, 
past earning power was not sufficient to 
warrant a price as high as $9.00 a share 
for the stock. Relative to 5 year average 
earnings, Autocar sold for 32 times 
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compared with 11 Willys earnings. Now 
it is clear that an unsuccessful truck 
manufacturer like Autocar was not sell- 
ing on the basis of its past earnings 
alone, rather, it would seem that White 
took over Autocar plants, with estab- 
lished business connections and working 
capital for what it might make of them. 
These had some value in operation and 
at the very worst could be liquidated 
for the price paid since net current assets 
per share, after all obligations had been 
met, were nearly $15. Probably a com- 
bination of liquidation and going-con- 
cern factors was influential. In the 
liquidation sense, realizable asset values 
may have set a crude minimum, al- 
though here that minimum was far 
below either book value or net current 
assets per common share. The impor- 
tance of earning power is at once ap- 
parent. 


The acquisition of Reo Motors by 
Henney Motor Co. netted the stock- 
holders $30 a share, slightly above the 
market price of $27 prevailing two 
months previously, but below the book 
value of about $38. The price of 30 
represented about a 10% earnings yield 
and a 7% dividend yield on the stock. 
With Reo capitalization 100% in com- 
mon stock, this appears a rather orth- 
odox valuation in which earning power 
and other factors are in normal relation- 


ship. 
Value-Making Factors 


In transactions involving an exchange 
of stock, with or without formation of a 
new company, we get still further 


use our Specialized Trust Services for Corporate 
Fiduciaries and Others Outside California 


—Ancillary administration for Non-Residents’ Estates. 


Fees as per statute. 


—Holding title to, or managing Southern California 
real estate for non-residents for ultimate inclusion 

in domiciliary estate. Reasonable fees. 

—Servicing of real estate loans in Southern California 
for savings banks and life insurance companies. 


Reasonable fees. 


—Securing approval of current trust accounting from 
beneficiaries residing in Southern California. No charge. 


TRUST DEPARTMENT 


California Bank 


629 SOUTH SPRING STREET, LOS ANGELES 54, CALIFORNIA 
COMPLETE TRUST SERVICE FOR INDIVIDUALS AND CORPORATIONS 












TRUSTS AND ESTATES 














Now 
ruck 
sell. 
ings 
hite 
tab- 
cing 
em. 
and 
ated 
ssets 
been 
:om- 
con- 
the 
ilues 
al- 
far 
‘rent 
por- 
ap- 


; by 
‘ock- 
: the 
two 
book 
f 30 
yield 
tock. 
com- 
orth- 
ower 
tion- 


ange 
of a 


rther 


TATES 












































Nasl:- Stude- Packard Standard|| U.S. Rheem 
|Kelvina- Hudson|| baker Motor Timken Steel ||Spring& Mfg. 
| tor Motor || Corp. Co. Detroit Spring || Bumper Co. 
Exchange ratio _._____. Lf 2/3 1% 1/5 1 1 44/100 1 
Market price 2 mo. 
prev. (ave.) —____ 15 10 24 35% 24 26 9% 27 
(bid) 
Latest Yr. Earnings $3.25 (d)5.20 1.13 0.38 3.02 2.80 Lie 3.63 
5 Yr. Ave. Earnings —__. $5.51 2.00 6.76 0.40 2.61 3.07 1.64 3.07 
Latest Year Dividend __ $2.00 0.75 3.00 0.20 2.00 2.00 0.80 2.00 
5 Yr. Ave. Dividend __. $2.20 1.36 297 0.23 1.70 1.74 0.67 2.04 
Book Value _._____________.|| $29.73 32.35 || 45.93 5.72 21.08 17.95 12.44 27.01 
Net Current Assets 
of $11.50 16.00 |} 1880 2.80 11.60 12.80 2.05 0.74 
Current Ratio — 18 1.8 1.8 3.7 27 18 1.7 
% Common & Surplus _. 88% 100% || 94% 100% 70% 93% } 70% 60% 








glimpses of value-making forces at work. 
Two pairs of automobile companies and 
two pairs of auto parts companies are 
involved. The basic data can be sum- 
marized as shown in the table above. 


Taking up these four combinations, 
the following observations seem to be in 
order: the Nash-Hudson case again re- 
veals the importance of earning power 
over assets and capital structure. Nash 
had the better earnings and dividend 
record, Hudson the stronger asset posi- 
tion and capital structure. The exchange 
ratio favorable to Nash was almost 
exactly in proportion to the market 
prices of the stocks 2 months previous, 
and followed earnings rather than assets. 
Note that 5 year average earnings of 
Nash were being capitalized at a 30% 
rate while those of Hudson were capital- 
ized at a 20% rate in the market place, 
— not because Hudson was the better 
company, but because its price had 
reached a sort of hard-core bottom 
substantially below what might be real- 
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ized in liquidation. Certainly in the 
absence of the possibility of liquidation, 
it would appear that Nash was under- 
valued relative to Hudson, unless one 
disregards averages entirely. In any 
case, the exchange ratio was not in line 
with relative book values or net current 
asset equities. 


Superior earning capacity per share 
of stock also seems to explain the 714 to 
1 exchange ratio between Studebaker 
and Packard stocks. It is almost exactly 
in line with market prices of the stocks 
2 months previous, but is higher than 
the ratio of latest year earnings (3 to 1) 
and lower than the ratio of 5 year 
average earnings (17 to 1). Dividends 
were about 15 to 1 in favor of Stude- 
baker, while book values and net current 
assets were 8 to 1 and 7 to 1 respectively. 
Packard had a slightly stronger capital 
structure and Studebaker a somewhat 
better current ratio. Studebaker’s earn- 
ing trend was much more adverse in the 


first quarter of 1954 with deficit of $2.72 
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per share against Packard’s deficit of 
$.03. This is one case in which exchange 
ratios closely approximated book and 
net current asset values, although both 
stocks sold for little more than half of 
book values. This may or may not be 
just a coincidence. The low price per 
share at which Packard stock was sell- 
ing and the marked discrepancy between 
Studebaker’s 5 year average earnings 
and the most recent year’s earnings may 
also make the earnings ratios seem out 
of line. 


The Timken - Standard Steel Spring 
stock exchange on a share - for - share 
basis seems pretty well in line with the 
expected. Earnings and dividends were 
at about the same levels, as were asset 
values and market prices two months 
previous. Timken had a somewhat better 
current ratio, but a noticeably larger 
percentage of senior securities than 
Standard Steel Spring. The most signifi- 
cant observation here seems to be that 
the value of Timken-Detroit is not ma- 
terially reduced because of its larger 
proportion of senior capital. 


The exchange of 44/100 share of 
Rheem Mfg. Co. stock for each share of 
U. S. Spring and Bumper Company is a 
case of a fairly well-known company tak- 
ing over a closely-held small concern. 








“WHY DELAWARE?” Tax and trust 
laws of the State of Delaware 
facilitate the accumulation, man- 
agement and conservation of 
property by corporations and 
non-residents. Write for ‘“‘Why 
Delaware?” our new booklet sum- 
marizing these benefits. 


WILMINGTON 


Trust Company 
Wilmington, Delaware 


Capital Funds ... $ 25,516,891 
Total Assets ... . $265,756,776 
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U. S. Spring’s recent year’s earnings 
were 47% of Rheem’s and 5 year aver- 
age earnings 53%, recent dividends 
40%, and five year dividends 33%. 
Book value of U. S. Spring was 46% 
and net current assets 277% of Rheem’s. 
Both companies had about the same 
modest current asset ratio and rather 
large amounts of senior capital. Rheem, 
however, had 40% of senior capital to 
total capitalization (including surplus) 
while U. S. Spring had 30% senior 
capital. The exchange ratio can be ex- 
plained reasonably well by recent earn- 
ings and dividends, and it is also in line 
with book values. However, it has little 
relation to net current assets per share 
of stock or to differences in capital 
structure. 


The Textile Companies 


In the textile industry stock acquisi- 
tions were sometimes followed later by 
consolidation, but here we are interested 
only in the first step, and the purchase 
of all or controlling stock in four major 
acquisitions and one small transaction 
provide some interesting opportunities 
to measure the factors that seemed to be 
important to the buying concerns. Here 
we see acquisitions looking toward such 
objectives as the rounding out of prod- 
uct lines, possible economies from in- 
tegration, concentration of operations 
in particular plants, and partial liquida- 
tion of unprofitable mills, along with 
possible management changes, plus the 
personal ambitions that always make 
the unpredictable human element of 
great importance. The battle for con- 
trol of American Woolen, with its man- 














Robbins American Pacific Goodall. Wamsutta bo 
Mills Woolen Mills Sanford Mills ma 
Purchase Price of Stock (cash) $13.75 $25.00* $50.00 $20.00 $ 9.50 the 
Market Price 2 mo. prev. (ave.) __ * 12.00 16.00 27.00 11.00 8.00 ' 
Latest Year Earnings _......-.._--= = (dd) 3.78 3=— (dd) 10.74 2.54 0.73 0.20 9° 
5 Yr. Ave. Earnings 1.53 nil 3.63 2.05 0.43 | for 
Pateat. Vis Mevieena: 0.30 none 1.40 1.13 none val 
> =e ae eee 1.04 2.10 2.18 0.68 0.18 Foo) 
NE Se SS eee eee nae - | S082 59.74 71.07 41.59 19.04 das 
Net Current Assets per share nil 24.00 39.50 20.00 9.30 : 
ae 18.0 4.6 5.2 2.1 bet 
% Common & Surplus oR see et Bane we 75% 100% 70% 98% | g01 
*Alternate offer was 14 share Textron, Inc. common plus 4 share of 4% pfd. plus $2 to $5 cash. val 
anc 
agement pitted against Royal Little of these mixed motives, we expect to find dec 
Textron, Inc., provides one of the most here no consistent pattern. ; 
dramatic episodes in textile history. The essential facts about these com. §P™ 
Little finally won control by buying panies are summarized in the table §!® 
enough common stock between $20 and above. cle 
$25 a share in cash or Textron stock, as The first inference to be derived from 4?” 
ove 


compared with a normal market price of 
around $14. In such struggles for con- 
trol, the price offered for the stock may 
have only small relation to its estimated 
worth as measured by prevailing market 
prices. For with control of these textile 
companies frequently went the possibili- 
ties of partial or complete liquidation, 
the acquisition of manufacturing plants 
at a few cents on the dollar, loss carry- 
overs and more importantly, the oppor- 
tunity to tap rich pools of working 
capital that most of these companies had 
built up by heavy retention of earnings 
in lush years. Thus liquidation con- 
tinued to offer some attractive prospects 
in most instances and warranted a price 
for control considerably higher than 
minority stock was worth if the company 
remained intact as a going concern, 
suffering losses and dissipating its liquid 
assets in unprofitable operations. With 
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these figures is that in three instances 
(American Woolen, Pacific Mills and uP 
Goodall-Sanford) the buyer offered for ry 
control much above the previously pre § _ 
vailing prices on the Stock Exchange. In Ky 
the purchase of 41% of Robbins Milk ! 
by J. P. Stevens & Co. from the Karl sha 
Robbins interests, the price was only 19: 
slightly above the prevailing market.§™ 
And in the most recent case, the price 


paid for Wamsutta Mills stock was only §'P 
a small premium above the prevailing} °™ 
market. last 
Perhaps heterogeneous _ individual a 
circumstances are the explanation, but di 
clin 

the hypothesis that at least some of the Ke 
buyers’ eyes were on the possibility of <a 
liquidation, in whole or in part, has in- Bi 


teresting implications. If such were the 
case, the heavy burden of debt and pre- 
ferred of Robbins Mills and a somewhat 
restricted, for textiles, working capital 
position that left no current assets for 
the common shares after the prior se- 
curities had been satisfied, might be the| 
explanation of the low premium paid for 
the big block of Robbins stock. It should 
be noted that the negotiated prices in 
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the remaining cases were quite closely in 98 
line with liquidation values as crudely r 
measured by net current assets pet lef 


share. Only in the case of Pacific Mills, 
the most consistent earner of the lot, was 
the negotiated price substantially above 
net current assets per share. 


Seeking Control—And Value 


Thus it seems to be true that in trans 
actions involving enough stock to carry 
with it the power to liquidate, net cur- 
rent assets per share have some sig-f“ 
nificance. However, it seems to bef 
equally clear that the market prices off 
small lots of minority stock bought and 
sold on the market reflect in no com 
sistent way net current assets per share 
and have virtually no relationship t? 
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book value per share. This is simply a 
manifestation of the basic fact that, in 
the absence of likely liquidation, the 
stockholder must look to earning power 
for security and return. To him, asset 
values are of significance only as a 
constituent part of an organization that 
can produce profits. The discrepancy 
between market values of the stocks of 
going concerns and book, or asset, 
values in the textile industry is large, 
and has been traditionally so for 
decades. 


The forward-looking nature of stock 
prices and their senstiveness to condi- 
tions in the present or recent past is also 
clearly demonstrated here. Asset values 
per share of stock change only gradually 
over the years but market prices jump 
up and down in the light of current earn- 
ing prospects. Some of the depressed tex- 
tile stocks of 1954 were the plump earn- 
ers of only a few years ago. 


Robbins Mills earned over $6.50 a 
share and paid $1.50 in dividends in 
1950, and the stock sold as high as 36 
in that year. (The company earned 
neadly $10 a share in 1948.) By 1953, it 
reported a deficit of $3.78 a share; it 
omitted the common dividend in the 
last three quarters of the year, and the 
price of its stock dropped to a low of 
ll4g. During this period book value de- 
clined only slightly — from $36 to $31 
a share. Moreover the company’s sales 
volume actually increased in 1953, being 
over $60 millions as compared with $43 
millions in 1950. And, despite the fact 
that it has some of the best mills in the 
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industry, it could not turn its large vol- 
ume of sales into profits. 


The gyrations of American Woolen 
(Co. are even more extreme and erratic. 
ltearned $9.21 a share in 1951 ($15.88 
in 1948) and paid dividends of $6.00 a 
share in 1951 ($8.00 in 1948). By 
1953 its sales had declined from $253 
nillion to $73 million; it showed a 
deficit of $10.74 a share and had paid 
n0 common dividends for two years. 
The price of its stock fell from a high 
of 467% in 1951 to a low of 13% in 
1953 although its book value per share 
leclined only from $72 to $60, and its 
let current assets declined from $45 to 
‘24 a share. Neither the market nor 
purchasers of control appeared to attach 
much importance to these past high 
farnings — apparently because of the 
‘light expectation that history would 
on repeat itself. 

The same general picture prevails for 
Goodall-Sanford. Its yearly sales re- 
mained remarkably stable at about $63 
million from 1951 to 1953. Yet its earn- 


Junk 1955 


ings per share declined from $4.02 to 
$0.73 and the price of its stock declined 
from a high of 2434 in 1951 to a low of 
11 in 1953. Its book value increased 
slightly from $43.00 to $43.75 between 
1951 and 1953, and net current assets 
per share remained virtually unchanged. 


Outstanding Example 


Pacific Mills appears to have had 
somewhat better control over its earn- 
ings, but was by no means immune from 
the blight of unprofitability that has so 
tenaciously plagued the textile industry 
for nearly three years. The company, 
after earning nearly $11.00 a share in 
1948 and $6.39 in 1950 saw its earn- 
ings decline to $0.94 in 1951 and re- 
cover to $2.54 in 1953. It reduced its 
dividend to $1.50 a share in 1952 and 
$1.40 in 1953, and the stock settled 
down in a rather narrow groove of 
around $25 a share, which rather amply 
reflected its new earning and dividend 
position. Like most textiles, that price 
was way below its book value of over 
$71 a share and net current assets of 
nearly $40 a share. The company had 
a very conservative all common stock 
financial structure, with a 4.6 ratio of 
current assets to current liabilities. 
Moreover it is reputed to have made 
noticeable progress towards improving 
its products, gaining wider customer 
acceptance, and modernizing its plants 
since the new management took over a 
few years ago. 

This situation came to life all of a 
sudden when it was announced on July 


12, 1954 that Burlington Mills, a large 


rayon and synthetic fabric producer, had 
bought 200,000 shares of Pacific Mills 
stock at $50 a share from the Ely and 
Walker Dry Goods Co. which had held 
the stock for some time as an invest- 
ment and reaped a tidy profit on it. 
Burlington offered to buy 285,000 addi- 
tional shares from any stockholders on 
tender, thus acquiring over 50% and 
control of the company. This is one of 
the largest premiums over market price 
paid for any of the stocks in the textile 
or any other industry. Here is one of 
the clearest illustrations of the price that 
will sometimes be paid to insure control. 
It is one of the most pointed gestures of 
faith in the fortunes of a diversified 
textile company, with a reputation for 
good management, that has been seen in 
recent years. 


Working Capital Paradox 


One cannot leave the textile industry 
without a final observation about work- 
ing capital position. It is well known 
that there is a tendency for the ratio of 
current assets to current liabilities to 
increase as*business slackens and to de- 
crease when business picks up. When 
business expands, current liabilities in 
the form of accruals, payables, and 
especially income taxes, increase in 
greater proportion than current assets, 
unless there is long term financing, thus 
reducing the current ratio. When busi- 
ness shrinks, these obligations are paid 
off or cease to accrue, reducing current 
liabilities proportionately more than cur- 
rent assets and improving current ratio. 


A glance at the table will show that 
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American Woolen was head and 
shoulders above any of the companies 
studied in current ratio. It was nearly 
18 to 1 at the end of 1953, and provided 
the company with its one (and perhaps 
only) claim to fame! It clearly reveals 
how fallible a guide in security valuation 
current ratio alone can be. It is likely 
to be best when business and profits are 
worst and vice versa. 


Finally, there seems to be here at 
least a suspicion that too heavy a load 
of long-term debt and preferred stock 
may be a negative factor in valuation, 
especially in poor years. The absence of 
a large premium paid for control of 





Robbins Mills might be partly attributed 
to the company’s unusually high propor- 
tion (41%) of senior securities to total 
capitalization; although possibly it was 
due to other factors. As we shall see 
later, companies in some industries can 
carry heavy loads of senior securities 
without apparent adverse effects on stock 
values; but all of the canons of orthodox 
finance would seem to limit their use 
beyond a moderate degree in the highly- 
fluctuating textile industry. 


It might also be worthy of note that 
at least one of the recent stock acquisi- 
tions in the textile industry was shortly 
reversed. For some reason, not clear to 




















President Teddy 
Comes to 


Los Angeles 


Early in May, 1903, President 
Theodore Roosevelt was wel- 
comed in Los Angeles to cele- 
brate authorization to start work 
on the Panama Canal. That same 
year this Bank established its 
Trust Service. In the more than 
fifty years since, Southern Cali- 
fornians have come to think first 
of Security-First for all their 
Trust needs. 


TRUST DEPARTMENT 


ECURITY- FIRST 


AEVOCOEV AW 4 


OF LOS ANGELES 





Head Office: Sixth and Spring Sts. 
Telephone MUtual 0211 


any but those on the inside, J. P. Stevens 
and Company sold their interest in p 
Robbins Mills to Textron, Inc. about 3 
months after acquiring it. No price was 
made public, so nothing is known of 
the capital gain incentives of Stevens. 
About the only reason apparent on the 
surface might be that Textron, Inc. is 
primarily a producer of synthetic fibers, 
as is Robbins, while Stevens has the 
largest part of its business in natural 
fibers, wool and cotton. Thus a merger 
of Textron and Robbins might make 
some sense, even though, in the main, 
their products are not all directly com- 
petitive. Since Textron also acquired 
working control of American Woolen, 

there developed a movement toward a h 
3-way merger between Textron, Robbins § ;,, 
and American Woolen. am 





This merger was finally consummated § “ 
in February, 1955 as Textron, Incorpo- ba 
rated absorbed American and Robbins § 4 
under the style of Textron American, § “ 
Incorporated. This brought to the tex- J 4" 
tile industry a new large company § ! 
fashioned from the strengths and weak- § 4! 
nesses of three already large companies. 
Under Textron management it is expect- J pe 
ed that inefficient mills will be liquidated J M 
and production concentrated in the more § n 
efficient mills of Robbins and Textron. ci 


The large cash resources of American 
Woolen should lend financial strength | ™ 
to the combination and permit further J ™ 
diversification in non-textile industries. § 
And, of course, the huge loss carryover 
of American Woolen should be an ad- § ® 
vantage if the combination is profitable 
enough to use it. Eventually it is ex- 
pected that the new company will de 





vote half of its capital to the more § pl 
profitable non-textile industries. In that § «1 
sense it is a combination of textile com- § 1. 
panies to facilitate a partial exit from § in 
the textile industry. fi 
(To be continued ) tc 
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@ Automatic machinery benefits labor ‘ 


more than any other group, Dartmouth’s 
Professor Clyde. E. Dankert concluded 
in a recently published study, Techno- 
logical Change: Who Gets the Benefits? 
The gains of technological improvement 
tend to go to the worker rather than the 
consumer because of changes in the pat- 
tern of distributing real income, changes 
in consumption and production, and an 
intensification of labor displacement. 


A A A 


@ Profit sharing plans covering both 
hourly and salaried employees were in 
operation in about one-quarter of the 
403 companies surveyed by Mill & Fac- 
tory recently. 
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vens earnings times years of service, or $100 
t in P E N S| ON and for 25 or more years of service at retire- 
ut 3 ment graded down to $60 for 15 years 
was of service. In addition, these plans pro- 
n of PROFIT SHARING vided monthly disability benefit to em- 
vens. ployees totally and permanently disabled 
1 the after 15 years of service of the greater 
c. is DIGEST of 1% of the 10 year final average 
bers, monthly earnings times years of service 
| the or $50. Upon reaching age 65 the re- 
tural tired disabled employee qualified for a 
wom SAMUEL N. AIN normal retirement benefit based on ser- 
make vice and earnings to the time of. his 
ae, disability. 
me Pensions and Ford Agreement service, but not less than $50 nor more These agreements, at the option of the 
olen, ow saat Faas imo ter UA than $90. employers, remained in effect without 
rd a have agreed on a three year con- 3. On May 25, 1953, effective June change for five years. In July 1954 a 
bins § tract involving, among others, changes 1, 1953, applicable to existing and fu- new round of agreements began which, 
in pension benefits, it would be instruc- ‘Ure Pensioners, changes were negotia- for employees retiring after October 
j || tive to examine the impact of collective ted adding as a minimum normal re-_ 1954, increased the normal retirement 
nate EE ae ee CO benefit a monthly benefit of benefit, including social security, based 
ae thet mind ht ls niet i eal a $1.75 for each year of service not in on service alone to $140 for 30 or more 
i: eR In the ‘naa the auto industry Xcess of 30. This minimum benefit was years of service graded down to — 
ee an adequate picture can be seen in rid independent of social security. spe peeenthe tegration 
meni following chronology of developments 4. On June 6 of this year, as part re bk ae re —— ae 
weak. § affecting the Ford Motor Company: of the bargaining agreement, changes nes ea veg pare pitta pees 
anies. 1. On September 28, 1949 the first ee hiasa goa paige gre The minimum disability benefit was in- 
xpect- J pension agreement was signed, effective ~ hl 175 f = creased from $50 to $75 a month. 
dated J March 1, 1950, providing for a monthly mired $1.75 per year of service nor : 
more § normal retirement benefit including So- mal retirement benefit sed $2 29 and a The effect of the changes - normal 
ay cial Security upon attainment of age 65 removal of the 30 year limitation. The retirement benefits can be seen in Table 
= of $100 for employees with 30 or more accrual rate for disability benefits was 2 on the page following. 
nahh years of service and a proportionate per ag at pile arg ag eel During this period social security 
irther § 2™Mount for employees with less than 30 f ti . il ia. Panne benefits were increased three times; in 
stries, | Years of service. The disability benefit) “po goon oth for each 1950, 1952 and 1954. With each in- 
yover § Was $50 a month for employees totally ‘9 orl oe h esas ry sie ons crease in the steel programs, and in 
n ad. § and permanently disabled after attain- wh riage rat se ai on pt ya 1952 in Ford, there was a shift in the 
Stable § Ment of age 55 and completion of 30 wnose emproymen’ 38 sermunareg asc vesponsibility for providing retirement 
’ MORE Pe age 40 and 10 years of service. henefite £ a, Bate aif bie dl 
‘3 ex: § Years of service. enefits from the employer’s plan to the 
Il de- 2. In September 1950 changes ap- Table .: mene ana ee a public program. In these cases the re- 
more § plicable to existing and future pension- noc Ne ene i: me tired employee's total benefit from both 
n that § ers, were negotiated, effective October changes in benoit provisions anc i sources remained the same. 
, com- § 1, 1950, which resulted in an increase sont simcity. That this envelope or offset type of 
from § in the monthly normal retirement bene- In the steel industry, the 1949 agree- plan was difficult to live with can be 
fit including social security from $100 ments provided for a monthly normal judged by the steps taken to get away 
to $125. The requirement for a disabil- retirement benefit, including the em- from it. In auto in 1953, there was the 
ity benefit was reduced to age 50 and_ ployee’s primary social security, after introduction of the minimum benefit, 
15 years and the amount of the benefit attainment of age 65, of the greater of independent of social security, of $1.75 
_ was set at $3 a month for each year of 1% of the 10 year final average monthly a month for each year of service. In 
cluded 
echno- Table 1 
mon . Monthly Benefit Employees Retiring at 65 With 30* Years Service 
eagge (in dollars) 
1e pat- Retirement Retirement Retirement Retirement after 
hanges March 1, 1950 October 1, 1950 June 1, 1953 May 1955 
ind an § Level Annual Social Social Social Social 
nt. Compensation Plan Security Total Plan Security Total Plan Security Total Plan Security Total 
2400 _. 60.45 39.55 100.00 61.40 63.60 125.00 55.00 70.00 125.00 67.50 78.50 146.00 
3000 _. 54.80 45.20 100.00 56.50 68.50 125.00 52.50 77.50 130.00 67.50 88.50 156.00 
g both 3600 _ 54.80 45.20 100.00 56.50 68.50 125.00 52.50 85.00 137.50 67.50 98.50 166.00 
rere in 4200 _. 54.80 45.20 100.00 56.50 68.50 125.00 52.50 85.00 137.50 67.50 98.50* * 166.00* * 
“4 Ps “Credit given for service in excess of 30 years only under the plan as modified under the new agreement. 
*“These amounts will increase for later retirements by a maximum of $10.00 for persons retiring after 1956. 
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ology of developments in these two in- 
dustries has been the difference in ap- 
proach to the treatment of pensioners 
at the time changes in the plans were 
negotiated. In auto, as a part of the 
bargaining agreement, the benefit of 


on the social security offset or in the 
form of a benefit from the plan inde- 
pendent of social security. In this last 
case the benefit is likely to be a flat 
or unit benefit related to service with- 
out regard to compensation. 


A™ IMPORTANT ASPECT OF THE 
employee benefit structure is the 
employer’s program of information and 
education of his employees as to what 
their benefits are. William Exton, Jr., 
president of the Institute of Human 
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Table 2 
Monthly Benefit for Employees Retiring at 65 Ha 
(In dollars) pra 
Retirement in January Retirement in October Retirement in November Retirement after May an¢ 
1950 with 25 or more 1954 with 26 or more 1954 with 25 years of 1955 with so or more frin 
years of service years of service service years of service 
Level Annual Social Social Social Social a 
Compensation Plan Security Total Plan Security Total Plan Security Total Plan Security Total 
2400 ... 60.45 39.55 100.00 21.50 78.50 100.00 51.50 78.50 130.00 61.50 78.50 140.00 
3000 _. 54.80 45.20 100.00 11.50 88.50 100.00 45.00 88.50 133.50 59.00 88.50 143.50 
3600 _.. 54.80 45.20 100.00 1.50 98.50 100.00 45.00 98.50 143.50 59.00 98.50 153.50 Ey 
4200 ... 54.80 45.20 100.00 1.50 98.50 100.00 45.00 98.50 143.50 59.00 98.50* 153.50* 
*These amounts will increase for later retirements by a maximum of $10.00 for persons retiring after 1956. . 
ir 
em 
steel, at the first reopening of the bar- any changes in the plans was extended Also very much in the outlook for 
gaining agreements with respect to pen- to pensioners already on the rolls. The the near future is increased union press- J |, 
sions, there was the establishment of steel agreements were generally silent ure for vested or severance benefits. The J ¢¢; 
the $85 ceiling on the social security with respect to how the negotiated Ford settlement will certainly give | to 
offset. It may be noted here that this changes would be applied to pensioners strong impetus to this drive. In fact, a J va 
latter move in steel entails to a large on the rolls. Presumably there is a_ result of the Ford settlement may well § V0 
extent the abandonment of the principle matter of principle operating in steel be to lead more to the deferred vesting § “P 
of benefits based on compensation. under which the employers are reluctant type of benefit as compared with the ° 
With few exceptions benefits including to recognize the union as bargaining immediate severance type of payment. a 
social security to steelworkers are based agent for pensioners. In retrospect, these six years, since | m 
rong ea roger a a From the developments of the last the Inland Steel decision opened the } 
ace ig Atal as a a. six years in these two industries, one Way to new areas of employer respon- . 
benefit from the employer's plan alone : ; sibility, have been a dynamic period in . 
was based entirely on service. may select certain tendencies which will, ? naan P a 
: under the impact of collective bargain. € development of private pension re 
In both industries there has been an ing, probably spread to other areas of plans in this country and one not with- § ,. 
increase in the amount of the disability 4}, economy. In addition to improve- Ut impact on our public programs as § 
benefit and in auto a relaxation of the | ,ont in amount of normal retirement Well. With the Ford agreement provid- § a 
-eligibility standards as well. Perhaps and disability retirement benefits, one ing an extension of unemployment in- § tl 
these changes may be taken as an indi- may look forward to relaxation of re- SUrance, the development of another f “ 
cation of the fact that an open-end risk quirements for disability coverage and eW area of employer responsibility is . 
of this kind can be administered WEY on. ticoteen ts ee ne plans pro- under way. In this field events in the 
care and without undue difficulty. In viding such coverage. Movement away "ext six years may move ahead just as 
fact, in the future the problem of ad- ¢.01 the envelope type of negotiated dynamically as in the first six years of § F 
ministering disability benefits may be plan seems to be very definitely in the negotiated pension plans. 
eased by the “annual wage” plans. picture, probably along the lines of steel a ‘ 8 
Another interesting note to the chron-_ or auto, either in the form of a ceiling otting Employer's Story Across 
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Communications, Inc., recently led a 
three day seminar on the subject at the 
Harvard Club of New York City. Many 
practical approaches were presented 
and developed with imagination. With 
fringe benefits running 20% and in 





many cases 30% of payroll, it is incum- 
bent on the employer to get his story 
across. Further seminars of this type 
should prove effective in the develop- 
ment of the necessary communication 
techniques. 





THE CAPITALABOR TEAM 


EMPLOYEE STOCK PURCHASE 


The value of the stockholders’ interest 
in Inland Steel was enhanced rather than 
diminished when they voted to extend the 
employee stock purchase privilege, presi- 
dent Joseph L. Block told the annual 
stockholders meeting on April 27. The 
new plan enables employees of two years’ 
standing, after a one-year waiting period, 
to purchase stock at 90% of the market 
value on the effective date. The plan is 
voluntary, and each one may purchase 
up to 30% of his 1954 remuneration. 
About 5,000 employees became stock- 
holders under the previous option, the 
president said, and the provision for 
monthly payroll deductions makes it un- 
necessary to borrow for the purchase and 
tends toward longer retention of the 
shares. Three-quarters of the stock pur- 
chased under the existing plan has been 
retained. Mr. Block said that “it is well 
established that people will take added 
pride in caring for their own possessions 
and strive with even greater zeal when 
the reward is personal.” Furthermore, 
“there appears to be a slight but notice- 
able trend among corporations to adopt 
plans with desirable features — a very 
encouraging development.” 


FRINGE BENEFITS 


At General Electric, employees may 
share in 21 job dividends over and above 
weekly earnings. The company pioneered 
employee suggestions in 1906, safety and 
health programs in 1907, pensions in 
1912, savings plans in 1917, insurance in 
1920, relief and loan plans in 1930, profit 
sharing plans in the 1930’s and 1940’s, 
and a stock bonus plan and pensioners’ 
hospitalization plan in 1948. The 21 extra 
dividends for employees in 1954 cost 
more than all the dividends paid to 
277,000 shareowners for making 200,000 
G.E. jobs possible. 


New Du Pont THRIFT PLAN 


A voluntary thrift plan was offered in 
May to Du Pont employees under which 
the company will add 25¢ to every dollar 
they save. Purpose is to encourage em- 
ployees to save regularly and to provide 
opportunity for more of them to become 
Stockholders in the company. The com- 
pany will contribute to a trust fund 25% 
of the amount saved by each employee, 
this money will be used to buy Du Pont 
common stock for him. The company will 
pay all administration costs. 


It works like this: Each eligible em- 
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ployee may specify the amount to be 
saved every month by payroll deduction 
(minimum $12.50, maximum $37.50). The 
amount specified will be put into U.S. 
Savings Bonds, Series E, for him, Every 
month the company will pay to a trustee 
one-fourth as much as the amount de- 
ducted for each employee. This money 
will be used by the trustee to buy stock 
monthly for his account and dividends 
will be applied to purchase more stock 
for his benefit. When he accumulates a 
full share it will be put in his name and, 
after the required holding period of 
two years, will be turned over to him. 
Savings bonds will be held four years, 
then will be delivered to the employee 
in annual installments. Stock will be held 
for a minimum of four years from the 
time he enrolls in the plan. 


All employees with two years or more 
service are eligible, and it is expected 
that governmental approvals will be re- 
ceived in time to get the plan under way 
September 1. This is a continuing pro- 
gram. Once he enrolls in it, an employee 
may stay in as long as he wishes, or drop 
out at any time. However, if he drops out 
in less than a year he loses his share of 
the company’s contributions. 


Aside from making payroll deductions, 
the program will be handled by Wilming- 
ton Trust Co., as trustee. It will buy 
bonds and stock for the employees, hold 
them, deliver them at the proper time, 
and perform other necessary services. 


KEEPING SHAREHOLDERS INFORMED 


A table showing the breakdown of 
shareholders by types, appearing iy the 
current issue of Borden Co.’s Milk Facts 
states that 8.3% of the shares are held by 
fiduciaries, 18.3% by nominees, and 1.8% 
by educational, religious and welfare in- 
stitutions. The group comprising invest- 
ment trusts, insurance companies, mutual 
savings banks, retirement and benefit 
funds held an aggregate of 3.5% of the 
shares. Women owned 31.2%, men 30%, 
and 4.9% were in joint accounts. 


The same issue included charts and 
tables showing (a) the yearly average 
number of employees, the number with 
25 or more years of service, and the 
number of dollars of invested capital 
per worker for every year from 1939 
through 1954; (b) employees’, federal 
government’s and owners’ share of dol- 
lar sales 1939-1954; and (c) profits as 
percentage of sales dollar for Borden 
Co., for the total food industry, and for 










all manufacturing industries. Most of 
the issue dealt with the company’s prod- 
ucts, distributors and consumers. 


LABOR IN MANAGEMENT 


Trade unionists seek an ever rising 
standard of living — more money, more 
leisure, and a richer cultural life, labor’s 
George Meany, head of the American 
Federation of Labor, said in a current 
article in Fortune. Projecting goals for 
1980, Mr. Meany said labor expected 
to obtain by collective bargaining a 
thirty-hour week and a guaranteed wage. 
He called the latter a misnomer that led 
to misunderstandings and said that labor 
hoped to expand our economy so that 
the guarantee of year round incomes for 
workers would no longer be a problem. 


Labor does not want a voice in man- 
agement, he said, and will not challenge 
investment policy, decisions to make a 
new product, choice of sources of new 
capital or other matters not directly con- 
cerned with the worker. He was not op- 
posed to automation, but thought its 
gradual development should be accom- 
panied by severance pay, retraining of 
skills, and reorganization of work sched- 
ules. Decentralization will be an im- 
portant factor in the next 25 years, Mr. 
Meany said. Labor will not oppose it as 
such, but will oppose plant moves de- 
signed to reach low wage areas or to 
break up existing wage structures. 


BANK OF AMERICA EMPLOYEES 
GET $10 MILLION 


Under the Family Estate Plan insti- 
tuted by the bank, employees of Bank of 
America N. T. & S. A., received an ag- 
gregate of $9,993,558 for 1954, the fifth 
year of the plan’s operation. Financing 
of this fund is through crediting to the 
fund each year 8% of the bank’s net 
operating profits before Federal income 
taxes. Most of the money buys Bank of 
America stock which is put in trust for 
the retirement accounts of permanent 
personnel. The rest is used for hospital 
and surgical insurance, sickness benefits 
and a cash Christmas bonus. One unit 
of the fund is assigned for each year of 
an employee’s service, and one unit for 
each $100 of annual salary, so an em- 
ployee of 10 years’ standing with a $5,000 
salary would get 60 units. The 1954 unit 
was valued at $11.90. 


WOMEN IN THE LABOR FORCE 


More than half the women workers in 
the United States are 35 or more years 
old, Mrs. Lorena B. Hahn, U. S. repre- 
sentative on the Commission on the 
Status of Women, told a United Nations 
group. The trend is toward a higher pro- 
portion of women in the older groups, she 
said, adding that there are 17,500,000 
widows in the country including 12% of 
women between 45 and 55, and 25% of 
those between 55 and 65. 
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Notes From F.P.R.A. Regional Meetings 


669 Bevireve Taat Pusiic RELATIONS 

Can Have Direction” was the 
subject of panel discussion featured at 
the F’nancial Public Relations Associa- 
tion Regional Meetings held in Atlanta, 
Cincinnati, and Boston, May 4, 6 and 
11. Moderator of the panel was Preston 
E. Reed, executive vice president of the 
Association. Other participants were all 
F.P.R.A. officers: W. W. Delamater, 
vice president of Tradesmen’s Bank & 
Trust Co., Philadelphia; W. E. Single- 
tary, vice president, Wachovia Bank & 
Trust Co., Winston-Salem, N. C.; Orrin 
H. Swayze, executive vice president, 
First National Bank, Jackson, Miss.; A. 
Gordon Bradt, second vice president, 
Continental Illinois National Bank & 
Trust Co., Chicago. 


Mr. Bradt, in stressing the import- 
ance of staff training, said, a powerful 
force of visualized education needs to 
be turned loose within our banks to 
attack three crucial problems: (1) de- 
veloping bank leaders, (2) increasing 
individual job performance, and (3) 
winning customers while reducing costs. 


Speaking of education’s power to 
win customers, Mr. Bradt said this fast 
moving force needs to be captured by 
films, live demonstrations, visual man- 
agement charts, ten-session management 
courses, visual analysis of jobs, cus- 
tomer relations case studies, exhibits, 
projects, letter writing surveys, regular 
staff meetings and individual and visual 
group discussions. He suggested three 
steps: 

1. Get agreement of your responsi- 
ble officers on a program, including 
as many members of the bank in plan- 
ning it as will insure its aceptance. 


2. Determine a time Schedule. 


3.. Secure the materials needed. 


A bank is successful when it serves 
well the community’s economic life, 
Mr. Singletary said, but many banks go 
far beyond this. They plan, participate in 
and support community programs for 
civic progress and improvement. The 
start of such program is recognition of 
the obligation to the community. If 
you start in this spirit, there will never 
be an end. Opporiunities for greater 
service will constantly multiply, and so 
will your rewards and your satisfaction 
from being a good business citizen.” 


Banking is a Sales Business 


Banking services can be merchandised 
or sold, by the same techniques and sys- 
tems the merchant and manufacturer 
use to move their goods, said Mr. Single- 
tary. “Progressive banks no longer wait 
for individuals and businesses to dis- 
cover that they have financial needs. 
They study their markets, analyze the 
needs and wants of people who should 
use banking services, develop sales and 
merchandising plans, and go out afier 
business. 


A banker knows how to talk with 
people, how to present information in 
an intelligent and persuasive way, and 
is capable of helping people make de- 
cisions. These are the same qualities 
good salesmen have. If we will capital- 
ize on this selling skill, combine it with 
a modern and well-planned merchandis- 
ing program, we will have more use- 
ful banks, and will grow in service and 
size. 


Publicity and Advertising 
Improved 


Twenty years ago a release from a 
bank was a novelty. A newspaper 
printed it from surprise and shock, Mr. 
Delamater said. Today, the competition 
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among banks is keen and a release must 
be newsworthy and well written to be 
accepted. He emphasized the way bank 
advertising has improved over the last 
few decades, and suggested comparison 
of the stuffy, pompous announcements 
of fifty years ago with outstanding bank 
advertisements of today. Bank advertis- 
ing at its best compares favorably with 
any other type of service advertising, 


he said. 


Customer Relations 


The indispensable quality of good 
customer relations is sincerety, Mr. 
Swayze told the audience. If manage- 
ment doesn’t like people he just can’t 
have good customer relations. It isn’t a 
thing you can paint on. It must be a 
part of every individual connected with 
the bank. Customer relations cannot be 
assigned to any one officer or depart- 
ment. 


Summing up the remarks and sug- 
gestions made during the panel discus- 
sion, Mr. Reed said that public relations 
aciivities can drift with the winds and 
still be helpful, or can be given char- 
acter, shape, positive direction, and gain 
a great deal more with the same effort. 

Harmonize your services with your 
customers’ needs, he said. Utilize your 
bank’s physical capacities to the fullest. 
By advertising and selling those services, 
which are not extensively used, you not 
only serve better, but with degressive 
overhead and progressive profit. Strike 
a common note with your area’s econ- 
omy ... you live and prosper with it. 


At the conclusion of the panel discus- 
sion, a specially prepared self-audit 
check list was distributed. It listed ten 
fields of public relations activities in 
which banks should be engaged, and 
bankers were enabled to score their own 
banks. 

A A A 


Illinois Trust School 


The 10th annual Trust Development 
School under sponsorship of The IIli- 
nois Bankers Association Trust Division 
will be held on the Downtown Campus 
of Northwestern University, Chicago, 
August 7-26, 1955. 


The problem of how to efficiently equip 
a promising trust man with a_back- 
ground of information and some train: 
ing in the technique of selling trust busi- 
ness confronts all trust departments, and 
in an effort to help meet the need to 
develop additional trust business, the 
School offers a well-rounded curriculum 
with a staff of able, practical minded and 
experienced instructors. 


TRUSTS AND ESTATES 
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ON THE 
PUBLICITY FRONT 


Newspaper Advertising 

“Will your loved ones be cast adrift 
. . . because you thought you didn’t 
have time to plan?” inquires an ad 
from Fort Worth National Bank. Con- 
eding that the reader will “certainly 
want the best for your wife and chil- 
dren,” the text points out that such a 
future doesn’t just happen . . . “it must 
be planned with care.” The main part 
of the ad stresses the importance of the 
attorney’s services in working out “a 
well planned will” as the basis for a 
sound estate program. 


“A sign of greater usefulness in per- 
sonal and corporate trust services’ is 
what the Chase Manhattan Bank, New 
York, calls its new insignia in a recent 
ad. It explains that with the combining 
of the trust departments of the former 
two banks the trust department staff 
now “is comprised of almost 2,000 men 
and women, many of them specialists of 
wide experience. They serve more than 
25,000 accounts of individuals, corpo- 
rations, institutions and public authori- 
ties. . . We serve the manifold needs of 
the widow, the orphaned child, people 
of means, the busy executive, and the 
nation’s industrial giants.” 


“Does your will leave cash outright?” 
asks an ad from Petersburg (Va.) Sav- 
ings & American Trust Co., illustrating 
the thought with money bags containing 
different amounts and tagged for John, 
Mary and Bob. Two short lines of text 
point out that “if so, your estate may 
lack cash to pay taxes and settlement 
costs. Talk to your lawyer. . .” 


“He helps take the kinks out of every- 
day living,” announces an ad of the 
Trenton (N.J.) Banking Co. “When 
you find yourself in difficulty, when the 
decision you make has got to be right, 
chances are the man you turn to is a 
lawyer. And when the matter concerns 
your property—the making of your will, 
for instance—the help of your lawyer is 
essential.” The rest of the text discusses 
a lawyer’s specialized training and the 
wide range of needs for his assistance, 
concluding with the statement, “It is 
our established policy to cooperate fully 
with the lawyers of our trust department 
customers.” 

“Not age so much as changing cir- 
cumstances that make a will out of date” 
advises an ad from Security National 
Bank, Sheboygan, Wis. The ad points 
out that Marco Polo’s will—dating from 
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From Bank of America Booklet. 





1324—-which left “part of his estate to 
charity and the balance in trust for his 
wife and daughters” might be “just as 
effective in carrying out his wishes to- 
day as it was over 600 years ago.” On 
the other hand, a will signed only a 
year or two ago may be out of date 
because of changes in the family or the 
law. The opportunity to use provisions 
of the 1954 Code to save taxes is called 
to the attention of the reader. 


“Retirement from Tension” is the 
approach to investment management 
made by United States Trust Co., New 
York. “Investing calls for greater re- 
sources of information and experience 
than even the successful individual usu- 
ally commands. To invest without those 
resources breeds a sense of insecurity 
and tension.” 


“My securities are in good hands at 
Grace National (New York). They 
watch out for my rights at all times 
and tell me immediately about subscrip- 
tion privileges or redemption calls 
which affect my holdings.” This com- 
ment comes from a relaxed householder 
pictured as broiling steaks with a neigh- 
bor over an outdoor grill. The remain- 
der of the ad gives more details about 
the bank’s “experienced custody ser- 
vice.” 


Booklets 


“To the Man of Means” — 24-page 
brochure on trust services published by 
Bank of America N.T.&S.A. — recently 
won an award at the 7th Annual Exhi- 
bition of Advertising Art held in San 
Francisco. The 844” x 11” booklet is 
attractively printed with convenient 








Complete bust coverage 
tn Norcthem Catfonta 


PROMPT» COURTEOUS 


ANGLO 


CALIFORNIA NATIONAL 


BANK 





MEMBER FEDERAL DEPOSIT INSURANCE 
CORPORATION 


TRUST DEPARTMENT 











Head Office: | Sansome Street 
San Francisco 





529 





















028 


marginal index and artistic line draw- 
ings. The question-and-answer method 
is used, but the answers are long enough 
to be adequate, running up to two pages. 
The book covers all types of trust ser- 
vices, including those for corporations 
and municipalities. It explains that ex- 
ecutor fees are fixed by law and that 
“a trust may be completely flexible.” 
Estate planning is discussed and a chart 
shows how substantial savings can be 
made for estates of various sizes. In all, 
nine different topics related to trust 
services are presented, and in conclu- 
sion the booklet explains how service 
is spread through the state by means 


of “27 fully equipped Trust Departments 
established in strategic locations” which 
are named and shown on a map of the 
state. The information is so complete 
yet so easily accessable that the publi- 
cation has a high survival value. 


“The Hussar Passed the Ice!” Under 
this title Montreal Trust Co.’s bi-month- 
ly publication, Forethought, published 
the story of financial shrinkage. Fred- 
erick the Great asked why the govern- 
ment was pinched for funds when the 
revenues were constantly greater. In the 
midst of silence, a general of Hussars 
answered, “I will show you, Your Ma- 
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® Ancillary Administration 


You choose well when you choose Chicago Title and 
Trust Company to serve you and your customers 
wees, on all fiduciary matters affecting Illinois property. 
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BECAUSE Chicago Title and Trust Company is 
unique in Illinois for its length of experience and 
pitty range of facilities. Active in trust administration 
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jesty.” Forth- 
with he lifted 
a piece of ice 
the size of a 
walnut from a 
bucket, gave it 
to his neigh- 
bor, and asked 
that it be 
passed around 
the table to 
the king. When it reached Frederick, it 
had shrunk to the size of a pea. “Among 
the numerous advantages of a trust ar- 
rangement for property,” comments the 
booklet, “is the protection against 
shrinkage afforded by keeping prop- 
erty together under experienced man- 
agement. Each transfer of an estate 
almost inevitably entails shrinkage. A 
good trust plan may preserve the use- 
fulness of an estate through several 
generations.” 





A convenient, pocket-sized booklet 
summarizing points in the 1954 Internal 
Revenue Code relating to Marital De- 
ductions and Powers of Appointment, 
has been distributed to estate attorneys 
by City Bank Farmers Trust Co., New 
York. For the Federal Tax thirty-three 
typical cases show (a) how transferred 
to spouse, (b) whether it qualifies for 
marital deduction, and (c) the approp- 
riate citation. Fifteen pages are devoted 
to specimen clauses. A table shows how 
much estate tax the marital deduction 
saves for typical estates from $60,000 
to $2,500,000, and for the first transfer 
or two transfers. Powers of appointment 
are dealt with in two ways. A table lists 
the type of power and what you do with 
it, whether there is a tax, and a brief 
commentary. Six pages cover powers of 
appointments by the question and an- 
swer method. At the back are tables for 
estimating Federal estate tax, Federal 
gift tax, and the value of a life estate, 
annuity or remainder interest. 


“Our Greatest Asset Is Omitted” 
states Crown Trust Digest (Toronto) 
in heading a page that gives the readers 
comparative figures on the Company’s 
operations and explains at some length 
that the greatest asset does not appear 
in the figures. “That asset is the knowl 
edge, the capacity, the experience of our 
personnel, acquired and developed dur- 
ing more than 58 years, to serve men— 
women—children and business organ- 
izations in many and various ways. . - 
We can help and guide anyone who 
owns anything of value. We can relieve 
the burdens of anyone who is charged 
with responsibility for the administra- 
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tion, supervision or care of property of 
any kind.” 


The same issue has an excellent page 
on “Women as Money Managers,” con- 
taining some elements of humor, but 
largely serious and dealing with the 
making of wills and the planning of 
estates. “. . . From direct and frequent 
experience we know how ably women 
provide through their own wills and 
trust plans for men — husbands, sons, 
grandsons, nephews and for the same 
reason for which men make similar pro- 
visions for women.” 


“Mass production plays an import- 
ant part in the creation of wealth,” states 
a current folder from Fiduciary Trust 
Co., New York, but “for those whose 
task is the care and management of in- 
vested wealth there is no substitute for 
personal and individual attention.” 


“A tale of two keys” is a six-page 
illustrated folder on the history of phys- 
ical protection of valuables published 
by The Bank of New York. Citing sys- 
tems used by the Egyptians, Greeks, and 
Europeans of the Middle Ages, the text 
moves rapidly to the locks of the 19th 
century and the development of fire- 
proof safes. Segregation of personal 
papers was made possible in 1865 by 
Francis H. Jenks who invented safe de- 
posit service with individually rented 
boxes. It was he also who overcame the 
danger of dishonesty by the two key 
system. The Bank of New York “in- 
stalled an up-to-date safe deposit vault 
with a three-ton door” in 1879, and 
through the ensuing years has been 
“keeping pace with the trend of the 
times.” Pictures range from a 7th cen- 
tury strongbox to the interior of a 
modern vault. 


The May issue of Union & New 
Haven (Conn.) Trust Co.’s excellent 
Journal is devoted to the corporate 
trust department. In six pages it ex- 
plains, chiefly by referring to actual 
cases, just what the department does 
for corporations—particularly Connec- 
ticut corporations. It is careful to point 
out, however, that these services benefit 
the individual as well, and describes 
just how it does so in regard to lost 
stock certificates, lost dividend checks, 
and the purchase and sale of fractional 
shares and rights. The article pays re- 
spect to the tremendous corporate trust 
departments of metropolitan cities, and 
to the work of brokers, yet conveys the 
idea that its own department is well 
developed, efficient, and doing a‘ job of 
real value. 
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Advertising Expenditure 
Patterns 


Trust spending for advertising in 
1954 followed closely the programs pre- 
dicted by trust institutions at the begin- 
ning of the year, the Financial Public 
Relations Association reported in_ its 
new study, “Trends in Bank Advertising 
Expenditures.” The main variation oc- 
curred in Group 10 (deposits $500 mil- 
lion and over) where the average ex- 
penditure of $13,660 was scarcely half 
that proposed, and a projected increase 
to an average of $16,067 in 1955 must 
be compared to $16,300 in 1952. 


7) hu 


There was an overall decline in the 
budget percentage used for institutional 
advertising. The proposal for the year 
had averaged 36% whereas reporting 
banks actually spent only 23.6% and 
project 17.3% for 1955. A larger pro- 
portion will go to supporting special 
services. 


In the selection of media, newspapers 
held first place being used by 99.4% of 
reporting banks, and direct mail came 
second with 81.4% using it in 1954 
and 75.7% noting their intent to do so 
in 1955. 
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If your trust solicitors are making a high percentage of 
"cold calls" —if the ratio of calls to closed business is 
not up to your expectations, ask for a mail demonstration 
of a Purse trust development program. 
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New Trust Business Approach 


Trust companies have not yet taken 
full advantage of the power of advertis- 
ing and the personal solicitation of new 
trust business, Basil S. Collins, vice 
president of Old Colony Trust Co., told 
the Trust Development Clinic at the 
Boston Regional Meeting of the Finan- 
cial Public Relations Association at- 
tended by 300 bankers on May 11. Such 
a merchandising program should be di- 
rected first to the bank’s commercial 
and savings customers, and afterward 
to citizens of substance elsewhere—un- 
less the appropriation is large enough 
to cover both fields at the same time. 


Trust new business development 
should rest upon the foundation of cus- 
tomer education and should tap eight 
main sources: 


1. Bank customers may be _ influ- 
enced by bank officers and employees 
to use trust services. The direct selling, 
however, should be done by a man 
trained in selling and in the intricasies 
of estate analysis. The banking officer’s 
influence then becomes advisory only 
and more effective in securing the de- 
sired business. 


2. A display of advertising litera- 
ture is logical and effective, but should 
be made to do a much more extensive 
job. 

3. Newspaper advertising should 
keep in step with the tempo of the times, 
with advertisements based on current 
or historical news items. 


4. Direct mail will be lacking in re- 
sults unless followed by personal solici- 
tation. 


5. The daily contacts of administra- 
tive officers with beneficiaries and other 
customers are a potent factor in crea- 
ting and continuing good will trust 
relationships. 


6. The cultivation of judges, law- 
yers and accountants can probably best 
be covered by direct mail and officer 
contacts. 


= 


7. The third party influence and 
the service to prospects and customers 
offered by the life underwriter is of the 
utmost importance. He enjoys numer- 
ous contacts, many of which are with 
the bank’s own depositors and custom- 
ers. Every day he is creating life in- 
surance estates. The function of the life 
underwriter in this whole scheme of 
things is to uncover a trust problem 
when talking with a prospect, and hav- 
ing done so to recommend that the client 
use his trust company for the solution 
of that problem. 
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8. Public relations must sweep away 
the accumulated suspicions and preju- 
dices of the popular mind. 


A division of new business activities 
is essential to the proper growth of a 
trust department, Mr. Collins observed, 
since the work of this division is en- 
tirely different from the administrative 
functions, but no less important. Fur- 
thermore, the bank must not neglect to 
keep its present customers sold. Estate 
analysis will be an important part of 
new business activity because the Amer- 
ican public has become tax-conscious 
but is not tax-informed. 


A new business man should be se- 
lected for his talent and merchandising 
ability to lead the minds of prospects 
to the proper conclusion both as to the 
setting up of their estates and the ap- 
pointment of that bank under one or 
more of its services. He should be en- 
dowed with sufficient authority to en- 
able him to function with efficiency. A 
new business division will not pay for 
itself in immediate new fees, the speaker 
pointed out, but is a method of building 
for the future, and the future prospect 
is fundamental to the growth of any 
trust department. Trust companies 
which adopt a personality expressing 
the sum total of the human element 
within the institution, and translate that 
personality into dignified advertising 
and selling methods, will be the sur- 
vivors of the hectic years to come, 
which will be overflowing with compe- 
tition. 

& a2 & 


““The Customer is Always .. .”’ 


The largest factor in the growth and 
success of any business is customer sat- 
isfaction, Rod Maclean, president of 
Financial Public Relations Association 
and assistant vice president Union 
Bank & Trust Co., Los Angeles, told the 
audiences at the FPRA Regional Meet- 
ings held at Atlanta, Cincinnati and 
Boston in May. The architecture and 
furnishings of the bank building is one 
of the first influences upon a prospec- 
tive customer. The modern theory, Mac- 
lean said, is that the building “should 
say to the people: This is the home of 
a modern, friendly, up-to-date bank; 
the men and women inside it are folks, 
like you. . . This is the place you want 
for your banking needs.” Buildings 
should be conveniently located and 
house the staff and facilities comfort- 
ably and adequately. 


Staff training is a second way of 
approaching the customer—indoctrina- 


ting employees on the whole bank op- 
eration, both the How’s and the Why’s. 
If the employee is sold on the bank, he 
will be able to sell customers. More- 
over, it is worth while to give thorough 
training since it costs from $100 to 
$300 just to hire an employee and give 
the necessary technical training. For 
specialized positions the cost runs up 
to $1,000, and for officers well into the 
thousands and years of time. 


Stockholders should be told about all 
the bank’s services and policies, the 
speaker said, and kept apprised of new 
facilities and other changes. Bankers 
should assume the task of coaching 
them. “Results can be spectacular, if 
we get them on the team.” 


Part of the regular customer relations 
program should be calling on business 
customers at their place of business, the 
speaker advised. In the first place, they 
are rightfully proud of their businesses, 
but further, it gives them a chance to 
blow off steam about any resentment 
toward the bank, often offers oppor- 
tunity to sell increased banking service, 
and provides a source for the names of 
new prospective customers. 


These personal contacts are backed, 
of course, with a program of advertis- 
ing and publicity, and with participa- 
tion in civic organizations, but all such 
general approaches are aimed at one 


ultimate target—the individual cus- 
tomer and prospective customer. 
A A A 


This Business of Advertising 


Trust Services rank fifteenth in a 
list of seventeen services that are be- 
ing advertised by banking institutions 
this year. Two hundred banks men- 
tioned trust services as a major adver- 
tising objective compared with 2,087 
that were pushing savings-thrift and 
2,046 that went all out for regular 
checking accounts. 


The three best supported objectives, 
according to the American Bankers As- 
sociation Advertising Department’s tenth 
consecutive survey, were (1) selling the 
advantages of doing all your financial 
business under one roof, (2) selling a 
savings-thrift program and (3) selling 
private commercial banking as an in- 
stitution. 


Total advertising expenditures by 


banks this year are estimated at $72- 
000.000, which is $4 million more than 
last year and $50 million above ten 
years ago. Banks in all deposit classi- 
fications plan to spend more than in 


1954. 
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TRUST PERSONNEL CHANGES 


ARIZONA 
Phoenix Charles W. Pine appointed to the 
VALLEY newly created post of press relations 


NATIONAL BANK director, where he will coordinate 
newspaper, magazine and other media 
publicity under the direction of Royal M. Alderman, vice 
president in charge of public relations. Pine has been with 


the bank since December, 1953. 


CALIFORNIA 


F. M. Smith, formerly trust officer in 
charge of the Beverly Hills office, pro- 


Los Angeles 
BANK OF AMERICA 


N.T. & S.A. moted to a trust administration post 
at local headquarters. 
DELAWARE 
Wilmington Robert L. Woodford joined the bank 
DELAWARE as a trust officer. A New York attor- 
TRusT Co. ney with over 15 years experience, 


Woodford has been actively engaged 
in the trust and estate field with particular emphasis upon 
taxation. Since 1946 he has been associated with Milbank, 
Tweed, Hope & Hadley. 


KANSAS 


W. H. Guild has resigned as vice 
president and trust officer to join the 
investment banking firm of Burke & 
MacDonald of Kansas City, Missouri. 
He will remain on the bank’s board and as consultant to the 
trust department. T. C. Hurst, trust officer, succeeds him as 
head of the department. Mr. Hurst has just completed a 
term as president of the Trust Division of the Kansas 
Bankers Association. 


Kansas City 
COMMERCIAL 
NATIONAL BANK 


KENTUCKY 
Owensboro Henry A. Stetler named trust officer 
CENTRAL at Owensboro, having been formerly 
TRUST Co. trust officer at MARSHALL (Va.) Na- 


TIONAL BANK & TrRuUsT Co., where he 
supervised the trust department and new business develop- 
ment. 


MASSACHUSETTS 
Boston Frederick W. London elected asst. 
MERCHANTS trust officer. He has been with the New 
NATIONAL BANK York State Banking Department. 
Boston Alfred D. Polsey advanced to asst. 
NATIONAL trust officer. 


SHAWMUT BANK 


MICHIGAN 


Homer Hilton, Jr., joined Union Na- 
tional as vice president and trust offi- 
cer. He recently resigned from Na- 
TIONAL BANK OF JACKSON. 


Marquette 
UNION 
NATIONAL BANK 





D: ZL. MACCONNACH 
New York 


A. G. A. MURCH 
Buffalo 


R. L. WooprorD 
Wilmington 
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MISSOURI 


Mrs. Dorothy Larkin resigned as head 
of public relations at the bank to be- 
come associated with KLM Royal 
Dutch Airlines in that city. 


NEW YORK 


Elmer L. Hewson advanced from trust 
officer to assistant vice president; 
Ashford G. P. Murch to assistant vice 
president, trust department; and the 
following to trust officers from assistant secretaries: W. Rob- 
ert Wendel, Ralph B. Hewitt, Raymond E. Richards and 
Louis H. Triem. Two new assistant secretaries in the trust 
department are Edward R. Joslyn and Ruth B. Hewitt. 


Kansas City 
FIRST 
NATIONAL BANK 


Buffalo 
MANUFACTURERS & 
TRADERS TRUST Co. 


Canajoharie 
CENTRAL 
NATIONAL BANK 


Daniel W. Vooys, assistant vice presi- 
dent and asst. trust officer, promoted 
to vice president and trust officer. 
George H. Shineman, cashier and trust 
officer, retired after serving the bank 43 years. 


New York Alan F. Rothmayer appointed man- 
BANKERS ager, pension trust operations of the 
TRusT Co. pension and personal trust depart- 


ment; and William E. Ekman made 
manager of personal trust operations. 


New York William H. Scarbrough and John A. 
City BANK Scheidel were appointed assistant 
FARMERS TRUST Co. trust officers. Mr. Scarbrough is at 

the Fifth Avenue Branch and Mr. 

Scheidel in the Real Estate, Bond and Mortgage Department. 


New York Bernard F. Curry elected a trust offi- 
GUARANTY cer. Curry has been with the law firm 
Trust Co. of Davis, Polk, Wardwell, Sunderland 

& Kiendl since 1947. 

New York Donald L. MacConnach of the trust 

CHASE department became assistant vice 


MANHATTAN BANK president; Charles F. Blake promoted 
to custody officer; and Elbert Wilbert, 


Jr., appointed a pension trust officer. 


Rochester Thomas E. McFarland, head of the 
LINCOLN ROCHESTER estate planning division of the trust 


Trust Co. department, advanced from asst. trust 
officer to assistant vice president. 

Watertown Raymond G. Hannahs became chair- 

WATERTOWN man of the board, being succeeded as 


NATIONAL BANK president by Brainard C. Rushlow; 
Robert F. Carpenter, vice president 
and trust officer, named senior vice president and elected to 


the board of directors. 


OHIO 
Toledo Carroll S. Anderson elected assistant 
TOLEDO vice president and will serve as in- 
TRUST Co. vestment analyst. 





KENNETH N. SLOAN 
Amarillo 


B. F. CurRRY 
New York 


TuHos. E. MCFARLAND 
Rochester 
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A view from the War Memorial in Evanston’s Fountain Square 
of the First National Bank and Trust Company’s new building, 
Georgian-Colonial in design, 5 stories and basement with the 
third, fourth and fifth floors for tenant occupancy. The entire 


building is completely air, sound and light conditioned. At right 

is a partial view of the Trust Department on the second floor. The 

complete banking portion of the building was opened to the 
public on May 19 and 20. 





OKLAHOMA 


Oklahoma City (See Amarillo, Texas) 


Tulsa 
First NATIONAL 
BANK & Trust Co. 


James K. Meredith promoted to asst. 
trust officer, serving as account 
analyst. He is a graduate of the U. of 
Tulsa law school. 


PENNSYLVANIA 


Butler Francis J. Price appointed vice presi- 
BUTLER SAVINGS dent and treasurer at Butler, after 
& Trust Co. having resigned as vice president, 


cashier and trust officer of HUNTING- 
TON (West Va.) Trust & SAVINGS BANK. 


Pittsburgh Eric J. Miles, formerly with the 
PEOPLES First NATL. First Boston Corporation, elected 
BANK & TRUST Co. vice president in the investment 


division. 

TEXAS 
Amarillo Kenneth N. Sloan became vice presi- 
FIRST dent and trust officer, having resigned 


NATIONAL BANK recently as assistant vice president 
and asst. trust officer of LIBERTY Na- 
TIONAL BANK & TRUST Co., Oklahoma City, Oklahoma. Sloan 
holds degrees from Penn State, Rutgers, and the U. of Okla- 


homa. His recent thesis, “Oil and Gas Interests in Estates 


and Trusts,” was selected to be placed in libraries at Harvard © 


and Rutgers and was published in a book entitled “Present 
Day Banking.” He is past president of the Oklahoma Trust 
Companies Association, and co-founded the Oklahoma City 
Estate Planning Council. 


Elected asst. trust officers were 
Patrick H. O’Donnell, Jr., and Herbert 
Bolm. O’Donnell attended the U. of 
Texas and had been previously asst. 
trust officer at Houston BANK & TrusT Co. Bolm has been 
with the bank for a number of years. 


Austin 
CAPITAL 
NATIONAL BANK 








Lubbock 
CITIZENS 
NATIONAL BANK 


Edward W. Smith, elected vice presi- 
dent and trust officer, succeeds J. 
David Lynch, former trust officer. 


VIRGINIA 


Norfolk Nathaniel Beaman, III, joined the 
SOUTHERN bank as vice president and trust offi- 
BANK cer. Previously, Beaman was with the 


First CITIZENS BANK & TRUST Co., 
Raleigh, North Carolina. 


WEST VIRGINIA 


Huntington Robert O. Ellis, Jr., elected cashier 
HUNTINGTON TRUST and trust officer, coming from TWEN- 
& SAVINGS BANK TIETH STREET BANK where he had 

been asst. trust officer. 


CANADA 


W. H. Mowat, assistant general 
manager at Vancouver, assumed 
supervision of Western Branches in 
Regina, Saskatoon, Calgary and Ed. 
monton, and continues as manager at Vancouver. 

Rod V. Real appointed vice chairman of Saskatoon Ad- 


Toronto 
TORONTO GENERAL 
TRUSTS CORP. 





Rop V. REAL FRED JONES 


W. H. Mowat 


visory Board, relinquishing the post of branch manager 
which he has held for the past 37 years. Fred Jones became 
manager of the Saskatoon office succeeding Mr. Real. 





IN MEMORIAM 


JAMES A. CROWE, trust officer of First 
NATIONAL BANK, Phoenix, Arizona. 


TimoTHy S. KILEY, vice president and 
trust counsel of Harris TrusT & SAVINGS 
BANK, Chicago, with which he had been 
associated for 31 years. 


JOHN KINNEMAN, JR., vice president 
in charge of the Customer Relations 
Division of PEOPLES First NATIONAL 
BANK & Trust Co., Pittsburgh, Pa. 


Wisconsin. 
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CLINTON D. MACCONNELL, vice presi- 
dent in the corporation trust division of 
the NEw York Trust Co. 


RoBERT B. McCROBERTS, president of 
MERCHANTS & SAVINGS BANK, Janesville, 


EUGENE G. PRINCEHOUSE, vice presi- 
dent and trust officer of FourtTH Na- 
TIONAL BANK in Wichita, Kansas. 


IRVING P. REXFORD, president of CROWN 
TRUST COMPANY, Toronto, Canada. 









POUGHKEEPSIE TRUST 125 YEARS OLD 

The Poughkeepsie (N. Y.) Trust Co. 
is this year celebrating its 125th anni- 
versary. By coincidence the beneficiaries 
of the 109 personal trust and estate ac- 
counts being administered number 125. 
The institution established its trust de- 
partment in 1901 and its present ac- 
counts include one started as long ago 
as February 25, 1915, for the care of 2 
cemetery lot. The value of accounts under 
administration exceeds $2,000,000. 
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Address correspondence to Trusts 
and Estates, 50 E. 42nd St., New 
York 17, attention Employment Ex- 
change, with code number. 


New Jersey bank seeks assistant trust 
officer with experience in operations and 
administration. See ad H-56-1 


Medium sized Ohio bank desires young 
man to head trust department. See ad 
H-56-2 

Senior industrial security analyst 
seeks connection with investment depart- 
ment of bank or trust company in New 
York area. Has extensive field experi- 
ence and wide acquaintance with indus- 
trial management. 56-3 


Trustman, 42, with over 25 years ex- 
perience in one trust institution, princi- 
pally in trust remittance and court ac- 
counting divisions, and admitted to New 
York Bar, seeks broader opportunity. 
56-4 

Trust officer with 25 years experience, 
specializing in taxes, estate planning and 
new business, seeks new connection 
without geographical limitation. 56-5 


Financial planning agency seeks as- 
sistant manager with estate planning, 
trust and insurance background. See 
Marsh ad. 


Indiana bank seeks trust investment 
man. See ad H-56-6 


Trust department in San Francisco 
area desires young man with experience 
in trust administration and investments. 
See ad H-55-3 


Head fiduciary and tax accountant of 
large N.Y.C. law firm, with prior experi- 
ence in estate and trust administration 
in large bank, seeks responsible position 
as trust officer. 55-6 








PACIFIC COAST OPPORTUNITY 


Position open for young personable man, 
age 30 to 40, with fast growing bank in 
vicinity of San Francisco. Must be experi- 
enced in Trust Department administration 
and trust investments. Enclose snapshot 
and state education, experience, present 
position and salary expected. 

Box H-55-3, Trusts and Estates 

50 East 42nd St., New York 17 








ASSISTANT TRUST OFFICER 
in New Jersey 


Suburban bank seeks man in 30’s with 
experience in personal trust department 
Operation and administration. Near term 
opportunity to head soundly established 
epartment for right man. Give complete 
istory, including education, experience 
and salary expected. 


Box H-56-1, Trusts and Estates 
50 East 42nd St., New York 17 
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BANK MERGERS, CHANGE OF 
NAME and NEW TRUST POWERS 


Middletown, Conn.—Directors of the 
CENTRAL NATIONAL BANK & TRUST Co. 
voted May 26 to recommend to the stock- 
holders that the assets and business of 
the bank be sold to HARTFORD NATIONAL 
BANK & Trust Co. If approved, the sale 
will be consummated about November 
first. 


Ashland, Ill—The State BANK oF 
ASHLAND recently opened a trust de- 
partment, with Walter R. Lohman as 
trust officer, and R. F. Mau, president 
and assistant trust officer. 


Blue Island, Ill.—The auditor of public 
accounts has granted STATE BANK OF 
BLUE ISLAND a charter authorizing it to 
execute and accept trusts and to perform 
all ofther trust functions according to 
state statutes. Donald O’Toole is execu- 
tive vice president. 


Richmond, Ky. — MADISON-SOUTHERN 
NATIONAL BANK & TrRuUsT Co. has 
changed its name to MADISON NATIONAL 
BANK. 


Kansas City, Mo.—Merger of the In- 
ter-State National Bank of Kansas City 
with the First NATIONAL BANK has been 
approved, under the name of the latter. 


Mineola, N. Y.—Consolidation of the 
Nassau County Trust Co. of Mineola 
and the FRANKLIN NATIONAL BANK, 
Franklin Square, under the title of the 
latter, became effective May 13. William 
F.. Ploch, vice president, will be in charge 
of the County Seat office in Mineola, and 
will also be chairman of the trust com- 
mittee and of the advisory board. 


Joseph J. Croak, trust officer, continues 
to conduct the trust department from the 
Franklin Square office. 


White Plains, N. Y.—Stockholders of 
the IRVINGTON BANK & TrRusT Co. and 
the County Trust Co. approved merger 
of the two institutions under the latter 
name. 


Clarion, Pa. — CITIZENS TRUST Co. 
liquidated voluntarily certain assets and 
liabilities assumed by First SENECA 
BANK & Trust Co. of Oil City. 


A A A 


TRUSTMAN NAMED TO TRANSIT 
AUTHORITY 


E. Vincent Curtayne, senior trust of- 
ficer of the Manufacturers Trust Co., 
has been named to New York City’s new 
Transit Authority by Governor Harri- 
man. The Agency consists of three men: 
Mr. Curtayne, who has been given in- 
definite leave of absence from Manufac- 
turers Trust; Joseph E. O’Grady, former 
Commissioner of Labor, who was named 
by Mayor Wagner, and a chairman who 
is to be selected by the two appointees. 
The two appointed members will receive 
$25,000 a year, and the chairman $30,000. 
Mr. Curtayne is a graduate of St. John’s 
College and Fordham University Law 


School. He practiced law until he en- 
tered banking in 1933 with the Brooklyn 
Trust Co., which merged with Manufac- 
turers in 1950. 





TRUST INVESTMENT MAN 
TO HANDLE CUSTOMERS’ 
ACCOUNTS 


Trust Department of Indiana Bank seeks 
the services of a man with education, abil- 
ity and good personality, and with knowl- 
edge of security analysis and account man- 
agement, and familiar with trust invest- 
ment principles. Age 35 to 45 preferred. 
Applicants should present complete re- 
sume of background, give references, and 
state salary requirement. 


Box H-56-6, Trusts and Estates 
50 East 42nd St., New York 17 








TRUST DEPARTMENT HEAD 


A real opportunity for young man be- 
tween 30 and 40 to head up Trust Depart- 
ment in medium sized progressive bank. 
Must have some Trust experience, legal 
degree desirable but not necessary. This 
is a great spot for the right man to de- 
velop a Trust business in an expanding 
Ohio city of fifty thousand people. Start- 
ing salary will be adequate to maintain 
proper standard of living with unlimited 
opportunity for advancement depending 
on the job you do. Include complete 
biography, salary requirement and avail- 
ability. 

Box H-56-2, Trusts and Estates 

50 East 42nd St., New York 17 














ASSISTANT 
MANAGER 


J. D. MARSH & ASSOCIATES 
FINANCIAL PLANNERS 


An ambitious potential leader, between 
ages 30-37, willing to make current 
sacrifices for future earnings and pres- 
tige in the relatively undeveloped field 
of financial planning. Must be inti- 
mately acquainted with estate planning 
techniques and procedures. A_back- 
ground in life insurance, investments, 
trusts and testamentary disposition 
highly desirable. This is primarily a 
sales management job requiring skill 
in teaching and managing men. Appli- 
cant’s health and family life must be 
conducive to the rigors of seeking 
unusual accomplishments. Complete 
testing of abilities, plus personal 
analysis by industrial psychologist, 
required of each applicant. Starting 
compensation $12,000 annually, with 
opportunity to acquire substantial 
financial interest in firm. Furnish com- 
plete background information by mail, 
marked “Personal,” including a recent 
photograph — all data and material 
submitted will be returned. Replies 
will be held in strict confidence. 
Address: 


JOHN D. MARSH 
122 Marsh Building 
Washington 6, D. C. 





























Fiduciary Associations Elect 


Trust Division, Alabama Bankers Asso- 
ciation: 
Chairman: Garet Aldridge, trust offi- 
cer, Merchants National Bank of Mobile 


Sec.-Treas.: Corley Chapman, vice 
president & trust officer, Troy Bank & 
Trust Co. 


Trust Division, California Bankers Asso- 
ciation: 
Chairman: Francis E. Whitmer, vice 
president & trust officer, American Trust 
Co., San Francisco 


First V. Chm.: Eldridge H. Booth, Jr., 
senior vice president & trust officer, Title 
Insurance & Trust Co., Los Angeles 


Second V. Chm.: Allan Thomas, trust 
officer, Anglo California National Bank, 
Sacramento 


Secretary: Oscar R. Mennenga, execu- 
tive manager California Bankers Asso- 
ciation, Mills Bldg., San Francisco 4 


Corporate Fiduciaries Association of 
Hartford County, Connecticut: 


President: Reese H. Harris, Jr., senior 
vice president, Connecticut Bank & Trust 
Co. 


Treasurer: Allyn H. Bernard, River- 
side Trust Co. 
Secretary: A. Wallace Cudworth, trust 


officer, Hartford National Bank & Trust 
Co. 


Trust Division, Connecticut Bankers As- 
sociation: 


Vice Pres.: Foster Woods, vice presi- 
dent, Colonial Trust Co., Waterbury 


Trust Section, Mississippi Bankers Asso- 
ciation: 

President: G. B. Dempster, trust of- 
ficer and asst. cashier, Citizens National 
Bank, Meridian 

Vice Pres.: Perry Ford, trust officer, 
First National Bank, Jackson 


Secretary: Leigh Watkins, Jr., P. O. 
Box 37, Jackson 5 


Bergen County (N. J.) Corporate Fidu- 
ciaries Association: 

President: Lyle H. Smith, trust officer 
& cashier, Bergenfield National Bank & 
Trust Co. 

First V.P.: Albert J. Mayer, asst. trust 
officer, Hackensack Trust Co. 

Second V.P.: J. Kenneth Barwig, trust 
officer, Closter National Bank & Trust 
Co. 

Secretary: Edwin F. Rizer, asst. trust 
officer, Palisades Trust Co. 

Treasurer: Eleanore Jacod, assistant 


secretary, Peoples Trust Co. of Bergen 
County, Hackensack 


Trust Section, North Carolina Bankers 
Association: 


Chairman: J. Benjamin Bostick, vice 
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president & trust officer, American Trust 
Co., Charlotte 

First V. Chm.: John J. Mason, execu- 
tive vice president & trust officer, Edge- 
combe Bank & Trust Co., Tarboro 


Second V. Chm.: P. W. Ingalls, trust 
officer, Security National Bank of Greens- 
boro 

Secretary-Treas.: B. B. Townsend, 
trust officer, Peoples Bank & Trust Co., 
Rocky Mount 


Group 3, Corporate Fiduciaries Associa- 
tion, Pennsylvania Bankers Associa- 
tion: 

President: John T. Evans, vice presi- 
dent, Scranton Lackawanna Trust Co. 

Vice Pres.: Donald H. Miller, trust of- 
ficer, Union Bank & Trust Co., Bethle- 
hem 

Sec.-Treas.: John E. Watt, trust offi- 
cer, Stroudsburg Security Trust Co. 


Group 6, Corporate Fiduciaries Associa- 
tion, Pennsylvania Bankers Associa- 
tion: 

President: James P. Nunemaker, trust 
officer, United States National Bank in 
Johnstown 

Vice Pres.: Margaret R. Finn, trust 
officer, First National Bank, Altoona 

Sec.-Treas.: R. A. Clifford, trust offi- 
cer, Central Trust Co., Altoona 





Bank Establishes Scholarships 


Six scholarships, each for two years’ 
tuition at Jacksonville Junior College, 
have been established by Barnett Nation- 
al Bank of that city. While the primary 
purpose is to enable deserving high school 
graduates to continue their education, it 
is hoped that the scholarships will draw 
the attention of youth to the important 
place in the community held by banks, 
There are no strings attached to ac- 
ceptance of the grants, but the Bank has 
expressed the hope that some of the re- 
cipients will later decide to come to work 
at Barnett, commenting that the scholar. 
ship program is one way of possibly 
breaking through the “widespread indif- 
ference of high school and college grad- 
uates to the banking profession.” 


A A A 


@ A direct mail campaign instituted by 
First and Merchants Bank, Richmond, 
Va., reached an estimated 90% of the 
family units in the city, and mailings 
were synchronized with specific services 
being featured through other media. This 
facet of the bank’s advertising received 
the Direct Mail Advertising Association’s 
1954 award for the best campaign in the 
banking industry. The award was made 
in recognition not only of the excellence 
of the campaign but also of the results 
achieved. 





Calendar of 1955 Meetings and Schools 


Alabama Bank Study Conference 
U. of Alabama 
July 31-Aug. 3; Auburn 


American Bankers Association 
Annual Convention 
Sept. 25-28; Chicago 
Western Regional Trust Conference 
Oct. 18-14; San Francisco 


Mid-Continent Trust Conference 
Nov. 3-4; Houston 


American Bar Association 
Probate & Trust Law Div. 
Aug. 22-24; Philadelphia 


Central States Conference School of 
Banking, U. of Wisconsin 
Aug. 22-Sept. 3; Madison 


Colorado School of Banking 
U. of Colorado 
Aug. 7-19; Boulder 


Financial Public Relations Association 
Nov. 14-18; Hollywood Beach, Fla. 


Graduate School of Banking, Rutgers U. 
June 13-25; New Brunswick, N. J. 


Illinois Bankers Association 


Trust Development School 
August 7-26; Northwestern U. 


Investment Bankers Association 
Nov. 27-Dec. 2; Hollywood, Fla. 


National Association of Bank Auditors & 
Comptrollers 
Oct. 9-18; Denver 


School for Bank Auditors and Comp- 
trollers, U. of Wisconsin 
July 24-Aug. 6; Madison 
National Assn. of Bank Women 
Oct. 13-16; Phoenix 


National Assn. of Supervisors uf State 
Banks 
Sept. 22-24; Chicago 


New York Trust Conference 
Oct. 20-21; Albany 


Pacific Coast School of Banking 
U. of Washington 
Aug. 22-Sept. 2; Seattle 


Pennsylvania Bankers Assn. 
Trust School, Oct. 20-21; Harrisburg 


School of Financial Public Relations 
July 24-Aug. 6; Chicago 
Texas Bankers Assn. Trust Conference 
Nov. 3-4; Houston 
Vermont-New Hampshire School of 
Banking 
U. of New Hampshire 
Sept. 6-9; Durham, N. H. 


Virginia Bankers School 
U. of Virginia 
Aug. 25-26; Charlottesville 
Wisconsin School of Banking 
Aug. 22-Sept. 3; Madison 


Wisconsin Bankers Association 
June 20-22; Milwaukee 


Wisconsin Junior Bank Conference 
Nov. 11; Milwaukee 


— 
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A portion of the San Antonio River before the renovation in 1939. 


One of San Antonio’s greatest charms 
is the San Antonio River flowing softly 
between neat, stoned embankments, bor- 
dered by gardens with arching stone 
bridges for the street crossings. Right in 
the heart of the downtown section of the 
city young people and tourists paddle 
about in canoes or pole a larger party 
in a punt, stopping for refreshments at 
a riverside cafe. It was not al- 
ways this way. 


This San Antonio River 
Beautification Project, typical 
of what trustmen, bankers, and 
other leading citizens can do 
for their communities, was ini- 
tiated by an architect and an 
engineer who soon gained back- 
ing from a citizens’ River Im- 
provement Association. Proper- 
ty owners along the river did 
much to improve their own 
places. In addition, $82,700 was 
raised by a bond issue taxing 
only property near the river, 
and the remainder of the total 
$442,900 expense was furnished 
by the WPA. The city ap- 








propriated about $20,000 an- 
nually for maintenance. 


Forty years ago, a beginning was made 
by building a stone wall at the water’s 
edge for a limited distance in the busi- 
less section. Then in 1939 renovation be- 
gan in earnest. The retaining walls were 
lngthened by a mile and a quarter. 
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Arneson River Theater, operated by the City. 
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BEAUTIFICATION PROJECT 


Flagstone walks were laid with stone 
steps ascending to the streets that 
crossed the river in this area. Along part 
of the riverbed dredging removed three 
to five feet of centuries-old silt and rub- 
bish, including old guns, rusted pistols, 
and a few cannon balls. Where in earlier 
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Casa Rio holds boat concession; serves dinner parties on barges. 


times floods had swept away lives and 
property, and the dry season left bare 
flats of mud, a steady, peaceful flow was 
maintained by the installation of flood- 
gates which by-pass excess water to the 
lower river. When natural springs and 
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Canoeing and punting in the heart of the business area. 
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rainfall fail, water is pumped into the 
river from artesian wells. 

A privately owned veranda cafe 
operates the Casa Rio Restaurant and 
holds the concession for boat rentals, even 
accommodating dinner parties on large 
barges. The outdoor Arneson River 
Theater, operated by the city, is rented 
by various art, theater and convention 
groups for performances and 
exhibitions, and the whole river 
bank has been improved by 
adding fill and plantings. To- 
day, in the very shadow of the 
downtown skyscrapers, one can 
find the palm, banana and 
papaya trees, shrub-type bou- 
gainvilla, and other tropical 
plants. 


Floodlights, decorated stand 
lanterns, and indirect lighting 
are supplemented by colored 
lights placed at effective points, 
and by bulbs hidden beneath 
the water amid thick growth 
of cannas, flag lillies and 
hyacinths. 


The annual week-long Fiesta 
de San Jacinto opens with a 
river parade of floats fea- 
turing the entry of the current King 
Antonio — a colorful display of barges, 
sponsored by civic and commercial or- 
ganizations and viewed by spectators 
at the theater and all along the banks. 
This is truly a project to be emulated. 





Float in the River Parade of the Fiesta de San Jacinto. 
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VARIABLE ANNUITY LEGISLATION 


PROPOSED 


Three companion bills designed to 
permit New Jersey domiciled insur- 
ance companies or those authorized to 
do business in that state to sell variable 
annuity contracts now await action of 
the Business Affairs Committee of the 
Legislature. Introduced under the spon- 
‘ sorship of the Prudential Life Insurance 
Co. of Newark, the legislation has been 
openly opposed by a past president of 
the New Jersey Life Underwriters Asso- 
ciation, who is an agent for New York’s 
Metropolitan Life, the Newark under- 
writers group and a special Committee 
representing members of the National 
Association of Securities Dealers, the 
Investment Bankers Association of 
America and National Association of 
Investment Companies. However, there 
has not been unanimity among the 
membership of any of these groups as 
to the position that should be taken on 
this legislation. 


The variable annuity has two essen- 
tial features which differentiate it from 
the conventional annuity. In the first 
instance it guarantees for life a fixed 
number of annuity wnits rather than 
dollars. Secondly, since the underlying 
investment consists of equities and 
equity-type investments, the units will 
be revalued each year and the annui- 
tant’s income will be determined by the 
number of units guaranteed multiplied 
by the current value of a unit. The basic 
arguments for the variable annuity are 
set forth by George E. Johnson, vice 
president, College Retirement Equities 
Fund, who unsuccessfully sponsored 
such legislation, in an independent ca- 
pacity, in the 1954 and 1955 sessions 
of the New York State Legislature. 
(Mr. Johnson’s article on the College 
Fund appeared in January 1955 T.&E.). 
Summarized, the law should not restrict 
public purchase of annuities to contracts 
payable in a fixed number of dollars 
which shrink in purchasing power dur- 
ing inflation nor should such life-time 
security be based almost entirely on 
investments in fixed income securities 
yielding on the average less than com- 
mon stocks, 


The College Retirement Equities 
Fund, employing the variable annuity 
principle, started operating in July 
1952 under supervision of the New 
York State Insurance Department. No 
more than 50% of a beneficiary’s total 
premiums can be placed in this fund, 
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the other part being invested in the 
more conventional companion Teachers 
Insurance and Annuity Association. 
This is one of the so-called safeguards 
that certain insurance interests would 
like written into current and prospec- 
tive variable legislation. Also desired 
is strict control by the various state 
insurance commissions as to forms and 
procedures with tighter restrictions to 
be spelled out to a certain extent in the 
legislation itself. 


One of the chief objections of large 
insurance companies and the so-called 
career underwriters to such legislation 
has been the possible confusion of the 
purchaser of a variable contract with 
the regular fixed annuity and insurance 
benefits he has been accustomed to re- 
ceive. It is said that the task of educa- 
tion would be almost insurmountable 
and the consequent undermining of con- 
fidence when the monthly payment of 
the variable unit decreased would work 
incalcuable damage to the companies 
and their representatives. Following the 
veto of the New York bill in 1954, and 
to meet the objection of confusion stated 
above, terms in the 1955 bill were used 
to differentiate the plan from the more 
conventional annuity, the contract be- 
ing referred to as “a variable income 
certificate.” The New York legislation 
would have set up a separate corpora- 
tion by special act, the plan could not 
be sold by agents who had exclusive 
contracts with other companies (as is 
the case with representatives of some 
of the largest companies) and it finally 
was amended to provide for policies 
under a group contract covering at 
least ten participants. It failed to get 
legislative approval. A_ similar bill 
failed to receive recognition in the 1955 
session of the Maryland Legislature and 
another variable annuity act of more 
general application, also introduced this 
year in that state, was later abandoned. 


Other attempts to gain legislative ap- 
proval for the writing of variable annu- 
ity contracts were made for the first 
time this year in New Hampshire and 
Texas but likewise without success. With 
the exception of New York and the 
similar Maryland legislation, primary 
motives for the introduction of such leg- 
islation were pinpointed by Sherwin C. 
Badger, financial vice president of the 
New England Mutual Life Insurance Co. 
in an address last October before the 


financial section of the American Life 
Convention in Chicago. These were the 
growth in volume of noninsured pension 
plans and “the increasing competition 
from administered and _ bank-trusteed 
plans as against life insurance plans” as 
well as “the emergence of variable an. 
nuity plans either to supplement or re- 
place the fixed dollar annuities offered 
by life insurance companies.” Among 
better known plans in the latter group 
are those of the Long Island Lighting 
Company, and Chemstrand Corporation, 
as well as the somewhat similar plans of 
Boeing Aircraft and National Airlines, 


The investment groups opposing the 
New Jersey legislation claim that the 
tax shelter provided by the annuity will 
place them at an unfair competitive 
advantage and will result in consider. 
able revenue loss to the government. At 
the same time, since insurance salesmen 
will not come under the aegis of state 
or Federal security regulations, they 
will not be subject to the same stringent 
controls. And although several of the 
large insurance companies are unsym- 
pathetic to recent legislation, a joint 
committee representing the Life In. 
surance Association of America and the 
American Life Convention has _ been 
formed to devise policy and standards 
and safeguards to be incorporated in 
possible future legislation. A committee 
of the Life Insurance Commissioners 
has also recently been appointed to con- 
sider such contracts and it is expected 
that this will work with the industry 
group. Of course, should the New Jersey 
legislation be approved, interest would 
be accelerated and other companies 
would about face and quickly follow in 
line. 


A A A 


“Harold Stonier Award” 


In honor of Dr. Harold Stonier, 
former national educational director of 
the American Institute of Banking and 
executive vice president of the American 
Bankers Association, the Institute will 
begin, at its convention next year, al- 
nual presentation of “The Harold 
Stonier Award” to the student with the 
highest average grades who received 
his Institute Graduate Certificate dur 


ing the preceding year. The award was 
announced at the closing business ses 
sion of the Institute’s 53rd Annual Con- 
vention early this month. The recipient 
will have his expenses to the Conver 
tion paid and at the opening business 
session will be presented with a plaque 


and certificate. 





sm 
mc 
cey 
val 
001 


is | 
pel 
gre 
yel 
est 
301 
qu 


m¢ 


m¢ 
mé 


Wi 
tra 
lev 
trl 
pr 


th 
















of 
Co 


TRusTs AND EsTATES§ y 





. Life 
‘e the 
nsion 
tition 
isteed 
is” as 
le an- 
or re 
ffered 
mong 
group 
shting 
‘ation, 
ans of 
rlines, 


ig the 
at the 
y will 
etitive 
isider: 
mt. At 
esmen 
f state 
_ they 
ingent 
of the 
insym- 

joint 
fe In- 
nd the 
been 
ndards 
ted in 
imittee 
sioners 
to con- 
cpected 
idustry 
Jersey 
would 
apanies 


HE PLAN OF INVESTMENT BY CORPO- 
eo trustees whereby funds of many 
small trusts are combined into a com- 
mon fund has gained increasing ac- 
ceptance in recent years, as the ad- 
vantages to both trust beneficiaries and 
corporate trustees have become evident. 
The concept of the common trust fund 
is only a generation old — a very short 
period when measured against the back- 
ground of trust company operations — 
yet banks in two-thirds of the states have 
established common trust funds and 
some banks have more than one. Three- 
quarters of the presently existing com- 
mon trust funds were started after 


World War II. 


Even though the growth of the com- 
mon trust fund concept has been re- 
markable, the reason therefor seems to 
be abundantly clear: we must utilize 
with utmost efficiency the power of the 
trained mind. One way in which the 
leverage principle can be applied to 
trust company operation is to reduce the 
problem of trust investment by the 
skilled trust officer through the use of 
the common trust fund. 


New York, because of its size and 
commercial history, has more common 
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trust funds than any other state. Further- 
more, the law and regulations under 
which common trust funds must operate 
in New York have been developed prob- 
ably to a greater extent than elsewhere. 
For this reason, these remarks are di- 
rected primarily at operations in New 
York State. However, there is little 
fundamental difference in the conditions 
under which common trust funds oper- 
ate. 





The Legal Background 


Accounting for common trust-funds is 
0 a great extent a legal matter. Com- 
jliance with state and federal banking 
hws and regulations, with the internal 
tevenue laws and regulations, with the 
aws and court decisions in your state 
fr the administration of trust estates, 
vith the legal documents which serve 
0 create the trust — all serve to explain 
ee 
From address before Eastern Regional Meeting 


of National Association of Bank Auditors and 
°mptrollers, Scranton, Pa., April 25, 1955. 


June 1955 


WESTON RANKIN 


the validity of this statement. Normally, 
the man responsible for common trust 
accounting will be an accountant, but 
adequate legal guidance is essential. 


The two types of common trust funds 
— legal and discretionary — are similar 
in basic respects. In New York a former 
sharp distinction between the classes of 
investments permitted has been tempered 
by a change in the law permitting legal 
common trust funds to be invested to 
the extent of 35% in so-called non- 
savings bank legal investments, which 
include common stocks. There are no 
significant differences in the application 
of federal and state regulations to the 
two types of common funds. 


The use of common trust funds by 
irust companies and banks having trust 
departments has been authorized by law 
in most states and, in the case of national 
hanks, by the Federal Reserve Board in 
Section 17 of Regulation F. Regulation 
F refers to the requirements of the In- 
ternal Revenue Code (now set forth in 
Section 584 of the Internal Revenue 
Code of 1954), which permit exemption 
from taxation if the fund qualifies as a 
common trust fund by being: 


1. exclusively for the collective in- 
vestment and _ reinvestment of 
moneys contributed thereto by the 
bank in its capacity as a trustee, 
executor, administrator or guar- 
dian, and, 

2. in conformity with the rules and 
regulations prevailing from time 
to time of the Board of Governors 
of the Federal Reserve System per- 
taining to the collective investment 
of trust funds by national banks. 


Because of the paramount importance 
of exemption from the application of the 
corporate tax, no laws or regulations are 
likely to be imposed by the states which 
might conflict in any way whatsoever 
with national bank requirements. 


Regulation F requirements, with some 
amplification, are incorporated in Sec- 
tion 100-C of the Banking Law of the 
State of New York and in the related 
regulations of the State Banking Depart- 
ment. 


Accounting For Common TRust Funps 


Partner of Price Waterhouse & Co., New York 


Accounting Procedures 


The accounting procedures for a com- 
mon fund are no more complicated than 
those applied in the administration of 
the normal trust, with the advantage 
that through a common fund, the volume 
of accounting for security transactions, 
income collection, portfolio supervision 
and other activities surrounding trust 
administration may be substantially re- 
duced. With salary and other operating 
costs mounting, and trustees’ remunera- 
tion remaining at modest levels for legal 
and competitive reasons, the increase in 
efficiency to be derived from the com- 
mon trust. fund assumes greater and 
greater importance. The usual traustee’s 
commission for the management of an 
individual trust account goes much far- 
ther when the supervision of many ac- 
counts can be combined by the use of 
the common trust fund. 


Regulation F requires that books and 
records of the trust department shall be 
kept separate and distinct from other 
records of the bank, and must distin- 
guish items of principal from items of 
income. New York State regulations re- 
quire each common fund to maintain a 
participation register showing details 
in units, and amounts of admissions and 
withdrawals, in order to restate all cash 
and security entries in suitable form 
and to facilitate valuations and the 
preparation of periodic statements. 
Moneys awaiting investment or distribu- 
tion may be held temporarily by or on 
deposit with the bank. 


The source of original entry on the 
common fund books normally will be 
documents originating in other depart- 
ments of the bank or trust company. Pur- 
chases and sales of securities made 
through the investment department of the 
bank may be posted to the common fund 
books from debit and credit advices. 
Other cash receipts and disbursements, 
including transactions in respect of ad- 
missions or withdrawals, may appear in 
detail on the statement of the cash ac- 
count maintained by the bank for the 
common fund. 


The securities control department of 
the bank normally would maintain a 
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security ledger for each common fund. 
Such record would show number of 
shares or principal amount and certifi- 
cate numbers. The security ledger main- 
tained by the common fund would show 
in addition cost, gains or losses on sales, 
and interest and dividend income infor- 
mation. 


The investments of each common trust 
fund must be kept separate from the 
property belonging to or in the custody 
of the bank or trust company. In New 
York the investments must be subject 
to the joint control of two or more 
authorized officers or employees of the 
trust company. The adequacy of the in- 
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ternal procedures of the bank for con- 
trol over securities in safekeeping is of 
special importance, and would include 
such considerations as whether officials 
or employees authorizing security trans- 
actions or maintaining the related ac- 
counting records, have access also to 
the securities without appropriate safe- 
guards. It is important, too, that the 
internal auditors account for all securi- 
ties held by the bank over a reasonable 
cyclical period — say fifteen or eighteen 
months. 


Periodic Valuations 


Many of the accounting problems of 
a common fund relate to periodic valu- 
ations of the fund for establishing prices 
for admissions or withdrawals. Regula- 
tion F requires that the value of the 
fund shall be determined not less fre- 
quently than once during each period of 
three months. 


The income of a common fund is com- 
puted on the accrual basis. Dividends 
declared on or before a valuation date 
normally would be recorded as income. 
This may be done on the basis of ex- 
dividend date; if an earlier date is used 
care must be taken to deduct the amount 
of dividend from the quoted prices of 
the stock in determining its value. 


Unsettled security transactions should 
be recorded on a trade basis for valu- 
ation purposes, and gains or losses on 
sales recorded in the period in which the 
order was entered. 


New York regulations are more speci- 
fic than Regulation F as to the method of 
valuing investments. Last recorded sales 
price on an exchange in New York 
City within ten business days preceding 
the valuation date is to be used when 
available. If no sale has been made in 
that period, a mean of the most recent 
recorded bid and asked prices shall be 
used. For other securities, not less than 
two written opinions on the value from 
qualified outside persons must be ob- 





tained, and the average used. Similarly, 
in the case of mortgages, written esti- 
mates of not less than two qualified per- 
sons are to be obtained and the average 
used. In connection with mortgages, the 
real estate securing the mortgage must 
be appraised at least once every three 
years by two qualified persons. 


With respect to the valuation of U. §, 
Treasury Series “G” bonds, redeemable 
at par only at maturity, it appears that 
such investments when originally issued 
to and offered by a trust or fund for 
participation may be valued by the com. 
mon fund at par. Accordingly, Series 
“G” bonds may be valued at par on the 
valuation dates. The Federal Reserve 
System has approved this treatment. 


In valuing securities, it is generally 
not necessary to deduct brokers’ com. 
missions or other expenses which would 
be incurred upon a sale from the value 
determined in the manner outlined. | 


Points Subject To Discretion 


The common fund has been given 
recognition as an entity separate from 
the trustee and from the individual trust 
or estate; accordingly, no participant in 
a common fund is regarded as having 
an ownership in any particular asset or 
investment of the fund. This appears to 
allow the administrators discretion in 
the accounting treatment accorded many 
types of transactions. For example, gains 
or losses on sales or exchanges of in- 
vestments can be apportioned between 
principal and income as the bank shall 
deem proper. Of course, the term 
“proper” is subject to interpretation but 
common funds generally abide by rea- 
sonable trust accounting practices by 
recording gains or losses in the principal 
account. The common fund is not re- 
quired to amortize premiums or dis- 
counts on bonds, although it may if de- 
sired. The discretionary powers of the 
administrators of a common fund have 
been upheld in a New York court which 
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has ruled that allocation of stock divi- 
dends to principal of the common fund 
is valid despite any provisions in the 
instruments of the individual partici- 
pating trust to the contrary. Taxable 
stock dividends are commonly credited 
to income account but proceeds from 
sales of rights are, as a practical matter, 
added to principal. For other significant 
capital adjustments, such as dividends 
representing partial return of principal, 
normal tax treatment generally is fol- 
owed. 


The administrators may distribute all 
or part of capital gains realized from the 
sale or exchange of investments as of any 
quarterly valuation date, provided the 
distribution is made to the interests then 
participating. However, common funds 
generally do not consider this practice 
worthwhile. 


The New York courts have upheld the 
practice of charging the expenses of 
judicial accounting proceedings, about 
which comment will be made later, 
wholly to principal of the common fund. 
This view is apparently based on the 
idea that such charges to principal are 
not disproportionate, whereas they would 
be with respect to income, even if 
charged thereto in part. Although New 


York permits the bank to apportion ad- 
ministrative expenses incurred, such ex- 
penses are treated generally as charges 
to principal, so that income received is 
distributed in full to the participants. 


Investments which have ceased to be 
eligible as a new investment for common 
trust fund, unless sold, must be segre- 
gated by transfer to liquidating accounts. 
The investment committee in its discre- 
tion may so transfer any other invest- 
ments which it deems advisable to dis- 
tribute in kind or to liquidate for the 
benefit of the participants. Thereafter, 
the value of an investment transferred 
to a liquidating account is excluded from 
the valuation of the common fund. Sub- 
sequent distributions are made to those 
participants at the date the security was 
transferred to the liquidating account. 
Thus it can be appreciated that the acqui- 
sition of lower quality securities that 
might eventually fall into such classifi- 
cation can entail an expensive and com- 
plicated procedure. 


In a judicial proceeding for the set- 
tlement of the account of a common 
fund, each liquidating account not 
closed and accounted for is treated as 
part of the common trust fund from 
which established. The annual report of 
the fund must include a list of all in- 
vestments placed in a liquidating ac- 
count during the period. 


Participating Trusts 


While the accounting as between the 
individual trusts and estates and the 
common fund is not complex, there are 
certain interesting considerations re- 
garding the determination of gains and 
losses on sales of common fund invest- 
ments to be reported for tax purposes by 
the individual trusts or estates. Section 
584 of the Internal Revenue Code of 
1954 requires that the trusts include in 
income their proportionate share of the 
gains and the losses of the common 
fund from sales or exchanges of capital 











When in need of — 


Fiduciary Service in New Jersey 


A cordial invitation is extended to consider the facilities of 


- ical 
Morristown Trust 
ompany 

















DENVILLE MORRISTOWN MORRIS PLAINS 
Member Federal Reserve System Member Federal Deposit Insurance Corp. 
June 1955 


assets, classified according to long term 
and short term. This means that the 
bank must provide for records, either 
by the common fund or perhaps in the 
security control division, from which 
annually detailed information on gains 
and losses can be supplied. In computing 
gains and losses, any acceptable basis 
such as first-in first-out, identified unit 
or average price may be used; this en- 
ables the bank to give consideration to 
the effect on the tax position of the 
participating trusts. 


The requirement that taxes of the par- 
ticipating trusts or estates be determined 
on the tax basis of the individual in- 
vestments held by the common fund 
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rather than on the participation in the 
common fund, has resulted in an un- 
usual situation. Undoubtedly with the 
substantial rise in equity security prices 
over the past year or so, common funds 
generally have experienced unrealized 
appreciation in their holdings. This 
means that a fund or estate wishing to 
enter an established common fund may 
in the future be subject to tax on sub- 
stantial capital gains on disposition of 
securities acquired before its entry. This 
has probably caused many trusts or 
estates to defer participation in the estab- 
lished funds. Some banks already have 
and others are presently considering the 
advisability of establishing new com- 
mon funds to overcome this objection. 


The participating trusts or estates are 
entitled for tax purposes to the benefit 
of partially or wholly tax exempt income 
received by the common fund. Accord- 
ingly the bank must provide records 
sufficient to supply the participants an- 
nually with an analysis of income ac- 
cording to applicable categories. 


Legal Requirements of Interest 
To Accountants 


The trust investment committee is 
charged by law and regulations with 
broad responsibilities in the conduct of 
a common trust fund. Some of these re- 
quirements are of particular interest to 
the accountant. 


An estate or trust may participate in 
a common trust fund up to the lesser of 
10% of the common fund or $100,000. 
Regulation F originally set a limitation 
of $25,000, increased in 1945 to $50,000 
and in 1951 to $100,000. In applying 
the limitation, if two or more trusts are 
created by the same person and as much 
as one-half of the income or principal 
of each trust is payable to the same 
beneficiary, such trusts are to be con- 
sidered as one. Also the limitation re- 
lates to the total amount invested by a 
trust or estate in all common funds of 
a particular bank or trust company. It is 
a question whether under present cir- 
cumstances $100,000 is a fair measure 
of a small trust — that is one which can 
not otherwise get the diversification of 
investments, income stabilization, flexi- 
bility and other advantages afforded by 
the common fund. 


Among the important Regulation F re- 

strictions as to investments, are: 

(a) No investment (other than United 
States Government obligations) 
shall be made in the securities of 
any corporation exceeding 10% 
of the value of the fund. 


(b) No investment shall be made in 





any class of shares or stock in 
any corporation which would re- 
sult in the number of shares held 
by the fund exceeding 5% of the 
total shares outstanding. If more 
than one common fund is ad- 
ministered, the aggregate invest- 
ment may not exceed 5%. 


(c) The trustee is responsible for 
maintaining at all times at least 
40% of the value of fund assets 
in cash and readily marketable 
securities. If the liquid assets fall 
below 40% as of the valuation 
date, no admissions to or with- 
drawals from the fund are per- 
mitted except that ratable distri- 
bution upon all participations is 
not prohibited. 

(d) No investment may be made in 
securities owned or issued by any 
affiliate of the bank nor securi- 
ties of any corporation engaged 
in the underwriting and distribu- 
tion of securities. 


The New York law now allows trus- 
tees of a legal common fund to purchase 
securities of domestic corporations, in- 
cluding common stocks, up to but not 
in excess of 35% of the value of the 
fund computed at the time such invest- 
ment is made. Such securities must be 
those of companies listed and registered 
on a national stock exchange. 


The 35% limitation raised certain 
problems in its application to the indi- 
vidual participating estates or trusts. 
It can be seen that a legal fund trustee 
might have acquired the limit of other 
than traditional legals (so-called “M” 
investments) and then purchased legal 
common fund units in addition. If ihe 
legal fund was invested in “M” securi- 
ties, the individual trust would violate 
the 35% limit. To overcome this, a 1952 
amendment to New York law provided 
that if a fiduciary purchases “M” securi- 
ties for a trust and thereafter acquires 
legal common fund units, all “M” se- 
curities previously purchased, which 
could not have been bought immedi- 
ately after making the investment in 
legal fund units without violating the 
35% limitation, must be liquidated. 


The frequency with which proxy con- 
tests seem to be occurring makes it 
essential that the bank’s operating of- 
ficials satisfy themselves as to the ade- 
quacy of the review by appropriate per- 
sonnel of the various proxy soliciations. 
The review should be just as thorough 
as is the case in which the bank is in 
the direct fiduciary position. 


The investment powers of the trustees 
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of a discretionary type common fund 
are, of course, broader, and are not re- 
stricted to issues listed and registered 
on a national stock exchange. 


Regulation F provides that a common 
trust fund shall be audited at least once 
during each period of 12 months by 
auditors responsible only to the board 
of directors of the bank. The report of 
this audit is to include a list of invest- 
ments showing valuations, a statement 
of purchases, sales, and other invest- 
ment changes, income and disbursements 
and comments as to any investments in 
default. There is quite a wide difference 
in the form of the annual reports, some 
funds giving a great deal of information 
and others preferring a condensed re- 
port. 


In New York, a fund is required to 
prepare as of each valuation date, a 
statement of condition showing separ- 
ately the items of principal and income. 
Also in New York the bank is required 
to file with the court within 12 to 15 
months after the fund is established and 
triennially thereafter, an account of its 
proceedings, together with a petition for 
judicial settlement. Thereupon the court 
appoints two special guardians, one 
representing income beneficiaries and 
the other the principal beneficiaries of 
participating trusts or estates. The court 
has held that the ordinary expenditures 
for the court accounting may be paid out 
of the common fund and charged wholly 
to the principal account. Undoubtedly, 
the same general procedures are followed 
in other states. 


Regulation F permits a third type of 
common trust fund which is composed 
principally of mortgages, a so-called 
mortgage investment fund. Such funds, 
I believe, are not presently authorized 
in New York State. In general, the re- 
quirements relating to the legal and 
discretionary funds apply in the case 
of the mortgage investment fund. 


The limitation of participation by any 
one trust or estate in a mortgage invest- 
ment fund is the greater of $1,200 or 
2% of the amount of the outstanding 
participations, with a maximum partici- 
pation allowed of $10,000. Furthermore, 
no trust or estate may have a combined 
participation exceeding $100,000 in 
legal, discretionary and mortgage in- 
ivestment funds administered by one 
} bank. 
| Finally, because both trust adminis- 
"ation and accounting practices and tax 
| legislation are living, dynamic things, 
there will always be new problems in 





; common trust fund accounting. 
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WHERE THERE'S A WILL 


JOSEPH PULITZER, editor and publisher 
of the St. Louis Post-Dispatch, arranged 
the distribution of his estate to assure 
that his stock in the publishing company 
will remain in the hands of Pulitzers. 
Declaring his intention to secure the 
maximum marital deduction and thereby 
conserve his estate for his family insofar 
as possible, the noted publisher provided 
that the marital deduction trust, to be 
determined before reduction of the estate 
by death taxes, is to consist of “an 
amount equal to the maximum marital 
deduction allowable under the Federal 
estate tax laws ... reduced by the value 
of property qualified for said marital 
deduction which passes or has passed to 
my said wife, either under other pro- 
visions of this will or outside of this 
will, but only to the extent that such 
property is for the purpose of the Federal 
estate tax included in determining my 
gross taxable estate. All values shall be 
those finally determined for Federal 
estate tax purposes.” 


Mr. Pulitzer directed the trustees, his 
two sons and St. Louis Union Trust Co., 
who are also the executors and the 
trustees of the other trusts created by 
the will, to allocate to this trust ‘Lone 
Tree Farm” in St. Louis County and 
“Beachcroft” in Bar Harbor, Me. A later 
provision gives Mrs. Pulitzer the life- 
time free use of these properties, all ex- 
penses to be paid out of the trust in- 
come. No stock of the Pulitzer Publishing 
Co. is to be allocated to this trust unless 
there is insufficient other property to ob- 
tain the maximum marital deduction. 
Mrs. Pulitzer will receive the income 
from the marital trust and so much 
out of the principal, not exceeding $25,000 
annually, as she requests in writing, the 
privilege being cumulative. 


Upon the widow’s death, the fund is 
to be disposed of in accordance with her 
last will. If she fails to exercise this 
power of appointment, the trustees are 
directed to pay the taxes on her estate 
and turn over the balance of the assets 
to the next trust created by the will. It 
is provided that if publishing company 
stock does become part of the marital 
trust and must be sold for any reason, 
the trustees shall offer it at a “fair and 
reasonable” price in the following order 
— the two sons, testator’s brother, the 
Pulitzer Publishing Co., the Joseph Pulit- 
zer Pension Fund, and the directors of 
the publishing company. 


The second trust comprises all the de- 
cedent’s stock in the publishing company 
other than what may be necessary to 
fulfill the marital trust. Mrs. Pulitzer 
also receives the income from this fund. 
Upon her death, the principal is to be 
divided into equal parts for the four chil- 
dren. If either of the two sons dies be- 


fore distribution, his share is to go to 
his male children, if any, otherwise it 
is to be added to the shares of the other 
children. The share of a predeceasing 
daughter will go to her children, if any, 
otherwise be added to the other shares. 
In distributing the shares to the sons or 
their male children, Mr. Pulitzer directed 
the trustees to transfer to them shares 
of the publishing company stock se far 
as possible. Conversely, distribution to 
the daughters shall not include such 
stock. The trustees are to sell any stock 
not distributed to the sons or their male 
children, following the same order of 
preference as stated above. 


The residue of the estate is also 
trusteed for Mrs. Pulitzer’s lifetime bene- 
fit. The remainder goes equally to the 
four children or their issue per stirpes. 


The final clause of the will directs that 
the stock in the publishing company shall 
always be voted as a unit by the fidu- 
ciaries or their proxies. In the event of 
disagreement, the judgment of son Joseph 
shall control so long as he is executor 
or trustee. Thereafter the decision of the 
named individual successor fiduciary will 
govern. 


Dr. ALBERT EINSTEIN left monetary be- 
quests totaling $65,000: $20,000 each to 
his stepdaughter and his secretary, 
$10,000 to his older son and $15,000 to 
the younger. Household effects and fur- 
nishings were left to the stepdaughter, 
who owned the Princeton house where the 
world famed scientist lived. Personal ef- 
fects and books went to his secretary, 
and his violin to his grandson. 


All literary properties and rights, in- 
cluding copyrights and royalties, are to 
be held in trust for the secretary and the 
stepdaughter successively, and after 
their deaths will go to the Hebrew Uni- 
versity in Israel. The trustees are the 
secretary and a long-time friend, Dr. 
Otto Nathan, who is also executor. 


& 4 Ab 


Conference on Charitable 
Foundations 


The second biennial conference on 
“Problems of the Charitable Foundation” 
was held May 19-20 at New York Uni- 
versity’s Vanderbilt Hall, Washington 
Square, sponsored by the University’s 
Division of General Education and the 
NYU School of Law, and with Henry 
Sellin, executive director of the Insti- 
tute on Federal Taxation at NYU, as 
director. 


The meeting, designed for lawyers, ac- 
countants, tax experts, and founders and 
administrators of charitable foundations, 
concerned legal and tax problems and 
general policies and operations. 
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CURRENT LITERATURE NOTES 


ARTICLES 


Settlement Options for Emergency 
Fund, Permanent Home Fund and 
Readjustment Income 
CHARLES K. REID, II and LAURENCE J. 
ACKERMAN. Journal of C.L.U.’s Spring 1955 
(3924 Walnut St., Philadelphia 4; $1.50) 
The authors apply four principles to 

setting up the emergency fund, perma- 
nent home fund and readjustment in- 
come through life insurance. They are: 
(i) whenever practicable, an optional 
mode of settlement with unlimited right 
of withdrawal should be selected rather 
than the lump sum payment; (ii) the 
right to select other options at any time 
should always be requested; (iii) con- 
tingent beneficiaries should be chosen in 
the light of the purpose of policy, and 
the choice coordinated with the other 
dispositive instruments; (iv) a _ trust 
should be considered where the aggre- 
gate amount of proceeds is substancial. 


The Business Continuation Trust 


HARRY LEE HAMILTON. Journal of C.L.U.’s 
(see above) 


A plan and alternatives for the pur- 
chase of a business by the employees on 
the death of the owner(s) is described 
in detail. Simply stated, the arrangement 
calls for increasing the employees’ salar- 
ies to purchase insurance on the owner’s 
life under a binding agreement calling 
for a trust. A sample trust agreement is 
annotated and appended with a table 
showing typical annual contributions re- 
quired and a schedule of charges made 
by a corporate trustee. 


Methods of Agency Continuation . 


JOHN DOUGLAS LONG, C.L.U. Indiana Busi- 
ness Report No. 19 (Bureau of Business Re- 
search, School of Business, Indiana Univ., 

Bloomington; copies at $2 from Indiana Assn. 

of Insurance Agents, Chamber of Commerce 

Bldg., Indianapolis) 

Although this 110 page monograph 
is directed to a study of the best means 
of preserving local property insurance 
agencies from one generation to the 
next, Professor Long has written a com- 
prehensive analysis of the problems of 
business continuation that will prove valu- 
able in dealing with other types of in- 
terests. The report includes treatment of 
continuation by forms of agency organi- 
zation, problems of financing, income and 
estate taxation, estate settlement, and 
business life insurance in conjunction 
with buy-and-sell agreements. Among his 
many detailed treatments, the author 
presents a critical appraisal of the use 
of trusts in such agreements. 


Charity —- Dead or Alive? 


MORRIS R. SHERMAN. Fordham Law Re- 

view, Spring 1955. (302 Broadway, New York.) 

Whether a benevolent individual should 
serve his charitable impulse by an inter 
vivos gift or a testamentary bequest is 
the question on which this article offers 
helpful guides. According to the author, 
it is relatively simple to calculate what 
an immediate gift would cost the donor 
after income taxes, but the computation 
of the estate tax as affected by a chari- 
table legacy involves more complex fac- 
tors. Specific examples are offered to il- 
lustrate the maximum benefit at the least 
possible sacrifice. 
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Drafting Business Clauses 


WINSTON C. MOORE. Illinois Bar Journal, 

April (424 S. Second St., Springfield; $1) 

This article deals first with questions 
to be considered in drafting the disposi- 
tive clauses covering business interests 
under the three subdivisions of sole pro. 
prietorship, partnership and corporation, 
Then in similar breakdown he discusses 
administrative clauses. 


OTHER ARTICLES 


The Proposed Probate Code for Mis. 
souri, by Edward D. Summers: Missouri 
Law Review, April (Tate Hall, Columbia, 
Mo.; $1) 


Estate and Gift Taxation under the 
1954 Code, by Boris I. Bittker: Tulane 
Law Review, April (New Orleans 18; 
$2.50) 


Pension and Profit Sharing Plans un- 
der the New Revenue Code, by Leon L. 
Rice, Jr.: American Bar Association 
Journal, May (1155 E. 60th St., Chicago 
37; 75¢) 


The Pennsylvania Wait-and-See Per- 
petuity Doctrine — New Kernels from 
Old Nutshells, by Donald S. Cohan: Tem. 
ple Law Quarterly, Winter 1955 (1715 
N. Broad St., Philadelphia 22, $1.25) 


1954 Annual Survey of American Law 
— Part Two — Government Regulation 
and Taxation; Part Four — Property 
and Procedure, by various authors: New 
York University Law Review, Feb. and 
April (Vanderbilt Hall, Washington Sq. 
So., New York 3; $3 each) 


Use of Foreign Trust to Avoid New 
York Rule against Perpetuities, Note: 
St. John’s Law Review, May (96 Scher- 
merhorn St., Brooklyn 1, N. Y.; $1.25) 


California Inheritance and Gift Taxes, 
by Newell C. Barnett: California Law 
Review, Mar. (Univ. of California, 
Berkeley; $1.50) 


Use of Insurance in Funding Benefit 
Plans, by William B. Strief: Iowa Law 
Review, Spring, 1955 (Iowa City; $1) 


Value Theory and Buy-and-Sell Agree- 
ments, by John Douglas Long: Journal 
of C.L.U.’s, Spring 1955 (3924 Walnut 
St., Philadelphia 4; $1.50) 


A A A 


@ Charles J. Roubik, vice president in 
the trust department of Harris Trust and 
Savings Bank, Chicago, celebrated his 
35th anniversary with the bank on May 
10. A graduate of Loyola University Law 
School, he is a member of the Chicago, 
Illinois, and American Bar Associations. 


A A A 


@ Charles P. Howard, formerly president 
of the Blackstone Savings Bank, is the 
new Bank Commissioner for the Massa- 
chusetts Department of Banking and In- 
surance. 
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INCOME TAX 


Income tax lien attaches to cash sur- 
render value of taxpayer’s life insurance. 
Decedent owed income taxes for years 
prior to his death, for which tax assess- 
ments were filed. During years in ques- 
tion and at time of his death, decedent 
was insolvent. At time of death, dece- 
dent’s life insurance had cash surrender 
value. Decedent had retained the right 
to designate beneficiaries, borrow, sur- 
render or assign policies. Government 
instituted suit to attach its tax lien 
against cash surrender value of policies, 
proceeds of which were paid to dece- 
dent’s wife. 


HELD: For United States. Authority 
is clear that cash surrender value of 
policies passes to beneficiaries as trans- 
ferees of decedent and are not extingu- 
ished by death of insured. Accordingly, 
such values are subject to Federal tax 
lien. This is especially true where tax 
lien was in existence prior to taxpayer’s 
death. State law exempting life insur- 
ance proceeds from creditor’s rights can- 
not override Federal tax liens. Even if 
New York law were applicable, govern- 
ment could collect proceeds resulting 
from premiums paid after taxpayer be- 
came insolvent as these payments are 
considered fraudulent. United States v. 
Behrens, D.C. E.D. N. Y., April 1, 1955. 


Loss carry-back allowed on sale of in- 
herited real estate. Taxpayer inherited 
lots from father, who during his life 
was in business of selling real estate. 
Taxpayer built gas station on one lot 
and sold at loss. Taxpayer instituted 
suit for refund of income taxes for prior 
years, contending that loss was incurred 
in trade or business and he was entitled 
to net operating loss carry-back to years 
in question. 


HELD: Refund granted. Taxpayer 
was in business of selling real estate in 
Florida. Fact that lot in issue was loca- 
ted in Michigan and was inherited prop- 
erty is not conclusive. He never held 
himself out as treating Michigan prop- 
erty sale as other than in usual course 
of his business. Net operating loss can 
be carried back to reduce prior years’ 
income. Taylor v. Fahs, D.C. S.D. Fla., 
April 4, 1955. 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 


Foosaner and Saiber, Newark, New Jersey 


ESTATE TAX 


Payments to settle will contest are 
not deductible as claims against estate. 
Decedent’s will bequeathed almost all of 
his estate to charity. Heirs instituted 
suit to contest will based on various 
claims which were considered sham. 
Nevertheless, to save expense of trial and 
possible domiciliary contest, executors 
entered into settlement agreement pro- 
viding for payment of $182,500. Execu- 
tors agreed to absorb any estate taxes 
imposed on this amount. Executors con- 
tended that payment was made in satis- 
faction of claims against estate and was 
deductible for estate tax purposes. Ex- 
ecutors appealed from denial of refund. 


HELD: Affirmed. Heirs asserted that 
they had allowed decedent to share in 
sister’s estate though he was not men- 
tioned in will. Court felt that this did 
not substantiate claim against decedent’s 
estate. Only value of property passing 
for charitable purposes can be properly 
deductible for estate tax purposes. Irv- 
ing Trust Co. v. United States, 2d Cir., 
April 5, 1955. 


Mutual will does not affect marital 
deduction for jointly held property. Hus- 
band and wife executed joint will pro- 
viding for all property to pass to sur- 
viving spouse and upon her death to 
other beneficiaries. Executor filed estate 
tax return showing various jointly owned 
property as qualifying for marital de- 
duction. Tax Court sustained Commis- 
sioner’s deficiency based on finding that 
mutual will converted joint interests into 
non-deductible terminable interests. 


HELD: Reversed. By will, wife’s in- 
terest in property passing from hus- 
band’s estate was limited. Such limited 
interest does not qualify for marital 
deduction. In consideration of husband’s 
will, wife agreed that her property 
should pass to same beneficiaries at 
death. Interest wife received in jointly 
owned property did not pass from dece- 
dent’s will but through tenancy contract. 
Accordingly, wife received absolute title, 
as surviving tenant. Thus, interest she 
received from husband was not termin- 
able interest. Wife’s contractual agree- 
ment, restricting her power of disposi- 
tion by her will, was a_ self-imposed 


limitation and not limitation imposed on 
property by husband. Accordingly, such 
jointly owned property cannot be con- 
sidered terminable interests passing 
from husband’s estate and they qualify 
for marital deduction. Estate of Awtry 
v. Comm., 8th Cir., April 26, 1955. 


Administratrix cannot recoup barred 
estate tax overpayment against income 
tax deficiency. Decedent’s administratrix 
filed and paid Federal estate tax for 
estate. Subsequently, income tax defici- 
ency was assessed and paid by admini- 
stratrix. Claim for refund of estate tax 
was made‘ based on deduction of income 
tax assessment. Commissioner denied 
claim because Statute of Limitations 
had run on estate tax payment. Admini- 
stratrix instituted suit for refund of 
estate tax overpayment, contending that 
she could recoup overpayment by credit 
against income tax deficiency. 


HELD: Refund denied. Doctrine of 
equitable recoupment is allowed where 
legal refund is barred. Overpayment may 
be credited against additional tax aris- 
ing out of same transaction. Here, tax- 
payer sues for refund of barred estate 
tax. In order to apply recoupment, tax- 
payer must make claim for refund of 
income taxes paid and institute suit to 
credit against income tax payment the 
overpayment in estate tax barred by the 
statute. Herring v. United States, D.C. 
E.D. N. C., April 29, 1955. 


Property subject to power of appoint- 
ment not includible in donee’s estate. 
Decedent received life estate under hus- 
band’s will with right to use all or any 
part of the principal as she might see fit. 
Upon decedent’s death in 1949, Commis- 
sioner assessed deficiency contending 
that decedent possessed taxable power 
of appointment created after October 21, 
1942. Executor instituted suit for refund. 


HELD: Refund granted. Court held 
that wife did not possess general power 
of appointment. Will was construed so 
as to limit wife’s right to invade only 
for maintenance and support. This limit- 
ed right is not considered a general 
power of appointment. Even if power 
is considered general power, Court 
found that at time of creation of power 
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and death of donee, law in effect speci- 
fically excepted power of appointment 
limited to the spouse of donor of power. 
Court held that 1951 Revenue Act could 
not be applied retroactively in such sit- 
uation. Barrit v. Tomlinson, D.C. S.D. 
Fla., March 8, 1955. 


Deduction for executors’ commissions 
limited to amount allowed by state. 
Residuary legatee of estate agreed to 
payment of executors’ commissions in 
stipulated amount. State Court allowed 
such amount for accounting purposes 
because of agreement, but reduced allow- 
able executor’s commissions for state 
tax purposes. Executors were surcharged 
for difference in state taxes. Commis- 
sioner proposed deficiency in estate tax, 
based on disallowance of part of execu- 
tors’ commissions, and was sustained. 


HELD: Affirmed. Sec. 812(b) (2) of 
1939 Code allows deduction for admini- 
stration expenses “as are allowed by the 
laws of the jurisdiction.” Although full 
executors’ commissions paid were allow- 
ed by Court in accounting proceeding, 
this was done to avoid nullifying agree- 
ment with residuary legatee. By reduc- 
ing commissions for state tax purposes, 
Court held that reduced amount was 
fair compensation. Only amount of fair 
compensation is properly deductible. F%7- 
delity-Philadelphia Trust Co. v. United 
States, 3d Cir., April 21, 1955. 
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Widow’s intestate share exonerated 
from estate tax qualifies for marital de- 
duction. Under South Carolina law, wi- 
dow received one-third of estate out- 
right. Commissioner assessed deficiency 
contending that marital deduction must 
be reduced by estate taxes to which wi- 
dow’s share was subject. 


HELD: Refund granted. Probate 
Court found that widow’s share passed 
without liability for estate tax. This rul- 
ing is binding. Accordingly, property 
qualifying for marital deduction is not 
reduced by estate tax chargeable against 
part of estate not qualifying for marital 
deduction. Hamrick v. Pitts, D.C.W.D. 
S.C., March 18, 1955. 


Conditional charitable bequest is not 
deductible from gross estate. Decedent’s 
will provided that residuary estate should 
be allocated among various charities 
within a reasonable time after his death. 
Decedent suggested alternative legatees 
if full allocation was not made. Commis- 
sioner assessed deficiency disallowing 
any deduction for charitable bequests 
under decedent’s will. Executor instituted 
suit for refund. 


HELD: Refund denied. Charitable be- 
quest based upon contingency is not de- 
ductible for estate tax purposes. Alloca- 
tion did not have to be made for vari- 
ous reasons. Because bequest was condi- 
tional, Court could not step in and carry 
on if allocation was not made and, there- 
fore, deduction was properly disallowed. 
Danbury National Bank v. Fitzpatrick, 
D. C. Conn., March 16, 1955. 


Trust property included in grantor’s 
estate though powers partially restricted. 
Decedent created trust in 1918 under 
which she reserved power to withdraw 
corpus and alter and amend beneficial 
enjoyment of trust. In 1924, decedent 
transferred bonds to trust with provision 
that trustees should not dispose of bonds 
prior to maturity or call, without unani- 
mous consent of decedent and benefici- 
aries. Commissioner assessed estate tax 
deficiency, contending that entire trust 
corpus was includible in decedent’s es- 
tate under Sec. 811(d)(2) of 1939 Code. 
District Court sustained claim for re- 
fund as to estate tax on part of trust 
corpus consisting of 1924 transfer. Trust 
restrictions on said transfer were held 
to eliminate decedent’s power to revoke. 


HELD: Reversed. Trust is completely 
taxable unless restrictions on 1924 trans- 
fer eliminate decedent’s taxable powers. 
Court of Appeals found that restrictions 
were made to allow trustees to retain 
investment without surcharge. No limit- 
ation on decedent’s power resulted from 
1924 transfer. If bonds matured or 
were called, funds were completely with- 
in decedent’s control. Subsequent actions 














of decedent evidence intent that her 
powers were not limited by 1924 trans- 
fer. Nagle v. United States, 3rd Cir., 
April 15, 1955. 


Decedent, as trustee, did not “retain” 
power to designate enjoyment. Decedent 
created trust in 1935 under which she 
retained beneficial interest and, as trus- 
tee, retained power to designate benefi- 
cial enjoyment. In 1936 and 1942, re. 
spectively, decedent relinquished trus- 
teeship and beneficial rights. In 1944, 
she was appointed to fill a vacancy 
among trustees. Commissioner assessed 
deficiency, contending that decedent, as 
trustee at death, retained power to des- 
ignate beneficial enjoyment under Sec. 
811(c) of 1939 Code. 


HELD: Refund granted. Transfers 
prior to June 22, 1986 are not taxable 
unless decedent retained beneficial en- 
joyment or right to designate beneficial 
enjoyment. Decedent relinquished both 
retained rights. Fact that she was again 
appointed as trustee prior to her death 
did not make trust taxable. Her subse- 
quent position, as trustee, was not re- 
tained right but result of subsequent 
appointment. Accordingly, transfer is 
not taxable since made prior to June 22, 


1936. Fabian v. United States, D. C. 
Conn., Sept. 28, 1954. 
Attorney’s fees paid to safeguard 


share in father’s estate are not deduct- 
ible from gross estate. Decedent was de- 
clared incompetent. Daughter retained 
attorneys to have decedent’s guardian 
removed and represent decedent’s estate 
at death. Daughter agreed to pay 25% 
of property received from father’s estate 
as compensation for the “protection, 
safeguarding and procurement” of her 
share in decedent’s estate. Contingent 
fee was in addition to fees awarded by 
State Court. State Court awarded $20,- 
000 for full services rendered. This 
amount was deducted in estate tax re- 
turn. Subsequently, executrix instituted 
suit for refund, contending that contin- 
gent fee of $75,000 was charge against 
estate and deductible for estate tax pur- 
poses. Government appealed District 
Court’s decision granting refund. 


HELD: Overruled. Contingent fee of 
$75,000 was not submitted to State Court 
for approval. If fee were properly en- 
forceable against estate, it could still be 
deducted for estate tax purposes. Court of 
Appeals held that no such deduction 
was allowable. Daughter was personally 
liable for fee and no right of payment 
existed until she received funds from 
estate. No intention ever existed te make 
estate liable for attorney’s fees. Accord- 
ingly, not being enforceable against es- 
tate, attorney’s fees are not deductible 
for estate tax purposes. Smyth v. Erick- 
son, 9th Cir., April 7, 1955. 
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GIFT TAX 


Transfer in trust held to be incom- 
plete gift. Decedent created trust desig- 
nating her husband as trustee. Trustee 
had power to distribute income and 
principal to decedent, children and him- 
self. Trust could be amended or re- 
yoked by decedent with consent of trus- 
tee. Executors instituted suit for refund 
of gift tax paid contending that no tax 
was due on creation of trust. 


HELD: Refund granted. Completed 
gift was made under terms of trust, 
since decedent could revoke trust only 
with consent of trustee who had adverse 
interest. Court decided, however, that no 
completed gift was made based on fol- 
lowing facts. Purpose of trust was to 
simplify husband’s management of de- 
cedent’s property. Prior understanding 
was that decedent could revoke trust at 
any time. Trust instrument, requiring 
consent of husband, was signed without 
knowledge of this insertion. Publicker v. 
Miles, D.C.E.D. Pa., April 19, 1955. 


REVENUE RULINGS 


Estate Tax: Administration expenses 
deducted for income tax purposes do not 
reduce marital deduction. Executor elect- 
ed to deduct various administration ex- 
penses from estate’s income tax return 
rather than for estate tax purposes. 


Service rules that 50% limitation on 
amount allowable as marital deduction 
is determined by subtracting from entire 
value of gross estate the aggregate 
amount of deductions actually claimed 
and allowed for estate tax purposes. Rev. 
Rul. 55-225, I.R.B. 1955-16, p. 14. 


Gift Tax: Pre-nuptial agreement does 
not affect joint gifts. Husband and wife 
entered into pre-nuptial agreement 
wherein each waived marital rights in 
property of other. 


Service rules that such agreement will 
not prohibit husband and wife from 
teating gifts made to third parties as 
having been made one-half by each in 
accordance with Sec. 1000(f) of 1939 
Code. Rev. Rul. 55-241, LR.B. 1955-17, 
p. 21. 


Income Tax: Employee survivorship 
benefits are tax exempt if not in excess 
of $5,000. Employer has survivorship 
tlan for employees. Employee’s designa- 
ted beneficiary receives an amount equal 
‘o twice annual salary. Requirements are 
that employee shall have 20 years of 
service and die in active service prior to 





tetirement. Employer reserves right to 
‘eminate plan at any time. 


Service rules that payment not in ex- 
“ss of $5,000 is excludible from em- 
blyee beneficiary’s income under Sec. 
22(b)(1)(B) of 1939 Code. Benefits were 
‘esignated as death benefits. Employer 
Possessed no vested interest prior to 
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death. Accordingly, such payments were 
made only by reason of employer’s death 
pursuant to regular plan in accordance 
with Reg. 118, Sec. 39.22(b)(1)-2. Rev. 
Rul. 55-228. 


Income Tax: Corporation cannot ac- 
crue deferred compensation payments. 
In Rev. Rul. 54-625, ILR.B. 1954-52, 13, 
Service ruled that corporation, on ac- 
crual basis, may accrue in one year 
amounts which it is obligated to pay to 
employee’s widow over period of years. 


Service reconsiders position taken in 
prior ruling. Sec. 23(p) of 1939 Code 
governs deductibility of deferred com- 
pensation payments. Whether payments 
are made under formal pension, profit- 
sharing or other plan or any other 
method of deferred compensation, pay- 
ments made are not deductible until the 
year actually paid. This rule applies 
whether employer unconditionally obli- 
gates itself to make such payments or 
payments are subject to future contin- 
gencies. Rev. Rul. 55-212, I.R.B. 1955-15, 
p.. 1. 


Income Tax: Service rules on inform- 
ation requirements for industry-wide 
pension plans. Where pension or annuity 
plan is created on industry-wide or area- 
wide basis as negotiated by labor union 
for employees employed by more than 
one company, individual filing of inform- 
ational requirements under Reg. 118, 
Sec. 29.23(p) of 1939 Code is eased. Ser- 
vice will accept such information from 
plan trustee or association of employees 
instead of from individual employers. 
Rev. Rul. 55-204, I.R.B. 1955-15, p. 138. 


Income Tax: Withholding tax on earn- 
ings of Canadian pension trust in United 
States. Canadian corporation has pen- 
sion trust for its employees. United 
States subsidiary of parent forms part 
of pension plan. Contributions are made 
to United States bank, as agent for 
Canadian trustee, and are disbursed in 
United States for United States em- 
ployees. 


Service rules that pension plan is not 
qualified under Sec. 401(a) of the 1954 
Code, since section requires that trust 
be “created or organized in the United 
States.” Accordingly, income from Ca- 
nadian trust does not qualify for tax 
exemption and is considered income 
from sources within the United States 
subject to 15% withholding tax. Rev. 
Rul. 55-200, I.R.B. 1955-14, p. 28. 


Estate Tax: Executors cannot recoup 
barred estate tax refund against unpaid 
income taxes prior to death. More than 
three years after estate taxes were paid, 
executors paid income tax assessments 
owned by decedent for years prior to 
death. Since claim for refund was barred 
by statute, executors contended that 
they could recoup estate tax overpay- 


ment against income tax deficiencies 


payable. 


Service rules that recoupment is not 
allowed in such situations. Principle of 
recoupment arises from court decisions, 
not statute. Supreme Court held that 
recoupment is limited to situations 
where single transaction has been sub- 
ject to double taxation on inconsistent 
theories. Liability to pay income taxes 
prior to death and estate tax paid by 
reason of death cannot be considered 
single transaction based upon inconsist- 
ent theories. Rev. Rul. 55-226, I.R.B. 
1955-16, p. 16. 


A A A 


® The annual Tax Forum sponsored by 
Title Insurance and Trust Co. of Los 
Angeles was held May 10 at the Phil- 
harmonic Auditorium. Open to attorneys, 
trustmen, accountants and advanced un- 
derwriters, this year’s forum had as its 
theme “Tax Problems Affecting a Family 
Estate.” 
A A A 

@® The Third Annual Estate Planning 
Conference at the University of Missis- 
sippi was held May 20-21. Sponsored by 
the University and the bar, bankers, 
underwriters and accountants associa- 
tions, the Conference presented such 
widely known speakers and authors as 
Joseph Trachtman and William J. Bowe. 
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State Legislation Affecting 
Trusts and Estates 


(Continued from May issue) 


ALABAMA 


Act 48: Permits fiduciary investment 
in Alabama Highway Authority Bonds. 


ARKANSAS 


Act 106: Permits attesting witness to 
inscribe on or attach to will before or 
after testator’s death, an affidavit as to 
facts required in uncontested probate 
proceeding, which may be accepted by 
court if will is uncontested. 


Act 122: Exempts from proration of 
death taxes such property as is re- 
ceived by surviving spouse and de- 
ductible for Federal estate tax purposes. 


CALIFORNIA 


Ch. 178: Permits creation of joint ten- 
ancy by transfer from tenants in common 
or joint tenants to some of them or to 
any of them and others, and by one 
spouse to the other and others. 


S.B. 320: Increases executor’s fees on 
estates above $20,000, as follows: 


Former New 

Rates Rates 

First $ 1,000... 1% 1% 
Next a... 4 4 
Next ieee... 3 3 
Next soe00...... 2 3 
Next. i00fc0........ ‘i 2 

Next 360,000... 1 1% 
Over 500,000 — 1 1 


Ch. 184: Legalizes Farm Loan Act se- 
curities for fiduciary investment. 


GEORGIA 


Act 222: Permits fiduciaries with 
power of sale to make sales privately 
without court order. 


IDAHO 


Ch. 13: Restores pre-1951 language of 
Section 14-114 relating to proceedings for 
determination of tax on estate. 


ILLINOIS 


Ch. 3: Authorizes testamentary be- 
quests to trustee of inter vivos trust in 
existence when will is made, even though 
trust is subject to amendment or revoca- 
tion, subsequent amendments being like- 
wise effective; amends anti-lapse statute 
as to others than descendants of testator 
to provide that bequest to predeceased 
legatee shall fall into residue or, if a 
residuary bequest, it shall pass propor- 
tionately to other residuary legatees. 


MAINE 


Ch. 244: Amends common law rule 
against perpetuities to make validity of 
‘remainder interests determinable on 
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basis of facts existing at termination of 
life estate; permits reduction of invalid 
age contingency to 21 years; bars right 
of entry for condition broken after 30 
years (unless otherwise valid within 
rule) ; prospective operation only. 


MARYLAND 


Ch. 501: Increases from $300 to $500 
amount of funeral expenses allowable 
out of proceeds of sale of real estate 
where personalty is insufficient to pay 
debts. 


MINNESOTA 


Ch. 484: Permits city or village, with 
court approval, to sell, lease or otherwise 
dispose of donated or bequeathed proper- 
ty where not fit for uses expressed in 
trust, grant or bequest. 


Ch. 508: Exempts from rule against 
perpetuities trust forming part of re- 
tirement plan for self-employed persons 
(other employee trusts already exempt). 


Ch. 628: Permits spendthrift provisions 
to be included in trust of type mentioned 
in Ch. 508. 


MISSOURI 


Common trust funds, heretofore per- 
missible under court decision, are now 
authorized by statute. 


MONTANA 
Uniform Common Trust Fund adopted. 


NEBRASKA 


L.B. 59: Permits fiduciaries, with court 
approval, to enter into pooling or unitiza- 
tion contract for oil and gas develop- 
ment, 


NEW HAMPSHIRE 


Ch. 72: Imposes estate tax on estates 
subject to Federal estate tax, including 
real and tangible personal property of 
nonresidents who leave such in New 
Hampshire. 


NEw YORK 


Ch. 479: Permits guardians, under 
court order, to invest funds in shares of 
savings and loan associations or savings 
accounts of federal savings and loan as- 
sociation up to insured maximum. 


Ch. 484: Conforms state estate tax to 
Federal Code respecting transfers in- 
tended to take effect at death, annuities, 
expenses in connection with property not 
subject to claims, bequests to veterans’ 
organizations, disclaimer, and qualifica- 
tion of life estate and portion of interest 
for marital deduction; eliminates deduc- 
tion for property previously taxed. 








Ch. 487: Provides that spouse’s in. 
testate share on exercising right of elec. 
tion shall be computed on net estate be. 
fore deduction of estate taxes, but does 
not relieve spouse from tax apportioned 
against interest under Decedent Estate 
Law Section 124. 


NORTH CAROLINA 


H.B. 173: Makes property of legiti- 
mated child born out of wedlock, who dies 
intestate, distributable to those who 
would be heirs and next of kin if he had 
been born in lawful wedlock; enlarges 
such child’s right of inheritance to in- 
clude’ succession by, through and from 
parents. 


H.B. 174: Extends rights of after- 
born children to after-adopted children. 


H.B. 273: Limits preference on funeral 
expenses to $600 excluding cost of ceme- 
tery lot or gravestone. 


H.B. 413: Permits testamentary be- 
quests to trustee of inter vivos trust in 
existence at date of will, irrespective of 
amendability or revocability of trust or 
actual amendment, but revocation shall 
invalidate bequest. 


S.B. 261: Permits nonresident execu- 
tor to appoint resident agent before as 
well as at time of qualification; elimi- 
nates guardians from section. 


S.B. 341: Permits publication of notice 
to creditors in newspaper with general 
circulation in county if no newspaper is 
published therein. 


NoRTH DAKOTA 


S.B. 84: Authorizes common trust 
funds, with maximum participation of 
$25,000 by any account unless authority 
to commingle funds is granted by instru. 
ment. 


S.B. 148: Exonerates transfer agents 
from inquiring into possible breach of 
trust where fiduciary or nominee re- 
quests registration or transfer of securi- 
ties. 


S.B. 144: Authorizes individual and 
corporate fiduciaries to register securi- 
ties in name of nominee. 


OREGON 
Ch. 266: Provides that divorce (as 


well as marriage) subsequent to execu: 
tion of will revokes same. 


SoutH DAKOTA 


Ch. 12: Adopts prudent man rule for 
fiduciary investment. 


Ch. 225: Amends statute on accumula- 
tions to substitute words “real estate” 
for “property” and conform other lat 
guage. 












TENNESSEE 





Ch. 293: Exempts pension and othe! 
employee trusts from rules against per 
petuities, suspension of power of alien® 
tion and accumulations. 
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ASSETS — ADMINISTRATION — Ad- 
ministrator Cannot, Without Au- 
thority, Make Additions to Realty 
at Expense of Estate — Enforce- 
ment of Lien Against Administra- 
tor’s Personal Interest Delayed 


Washington—Supreme Court 
Larson v. Duclos, 146 Wash. Dec. 312. 


L. O. Duclos and his wife, Mary, 
owned a single-story dwelling with small 
rooms in the attic. In November 1951, 
Mary died. intestate survived by her 
husband and two minor children. He was 
appointed administrator. Shortly there- 
after, the upper portion of the house 
was destroyed by fire. Duclos, individu- 
ally and as administrator, but without 
court authority, requested a contractor 
to do certain work, as a result of which 
a second story was added to the house. 
The contractor and the materialmen filed 
statutory liens for labor and material 
against the property. In an action to 
foreclose the liens, the court granted 
judgment against Duclos individually in 
favor of the materialmen and the con- 
tractor and adjudged the liens to be 
valid upon the property and the inter- 
ests of Duclos and the minors. 


HELD: Modified. That portion of the 
judgment impressing the liens upon the 
interests of the minor children was error, 
and is reversed. The liens against the 
children’s interests could be upheld only 
by recognizing the validity of Duclos’ 
acts as administrator. An administrator 
has statutory authority to keep in ten- 
antable repair buildings under his con- 
trol. An administrator has no right 
without proper authority to erect addi- 
tions at the expense of the estate. 


- anil Duclos’ personal interest in the real 


securi- 


"ce (as 
. execu- 


rule for 
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estate is not beyond the reach of his 
creditors and is subject to such liens as 
he may impose by his contracts. How- 
ever, these liens cannot affect the order- 
ly administration of the estate, the right- 
ful claims of creditors thereof, nor the 
costs of administration, all of which 
have priority. Although it was not error 
to order foreclosure of the liens against 
Duclos’ interest, the sale of his interest 
should be postponed until the estate is 
teady for distribution. 


BENEFICIARY RELATIONS — Benefi- 
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Ciary Receives Full Testamentary 
Benefits Where Compromise Agree- 
ment is Breached by Other Party 


Pennsylvania—Supreme Court 
Roberts Estate, 380 Pa. 600. 


The beneficiaries under two wills of the 
ecedent reached a compromise where- 
by Hottenstein received the business of 
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the decedent and paid over a certain 
amount of cash. The compromise agree- 
ment was breached and Hottenstein es- 
tablished by decision of the Supreme 
Court (373 Pa. 7) that he was entitled to 
the business under the second will of the 
decedent. At the audit of the excutors’ 
account, the lower court awarded Hot- 
tenstein the amount he had paid over 
under the compromise agreement and 
also the excess of the accounts receiv- 
able over the accounts payable as of the 
date of decedent’s death. The. executors 
and the residuary legatee appealed. 


HELD: Affirmed. Since the compro- 
mise agreement was not fully performed, 
Hottenstein is entitled to all of the 
benefits conferred upon him by the will. 
He is entitled to the business, the real 
property used therein and the net per- 
sonal assets thereof, free and clear of 
inheritance and estate taxes. The agree- 
ment was breached by the residuary 
legatee and not rescinded by Hottenstein. 
One party cannot force rescission on the 
other and mere failure to object to re- 


pudiation is not a manifestation of 

assent. 

CHARITABLE Trusts — Invalid Ex- 
cess of Bequests Not Charged 


Against Specific Bequest 


New York Surrogate’s Court, Bronx County 
Matter of Fanelli, N.Y.L.J., May 4, 1955 


Testator bequeathed the residue of his 
estate in trust to his wife for life, di- 
recting that on her death specific secur- 
ities be distributed to one charity and 
the balance of the principal to another 
charity. The combined value of the 
charitable bequests was greater than 
one half of the estate. Decedent Estate 
Law Sec. 17 invalidates charitable be- 
quests to the extent that they exceed 
one half of the estate if the surviving 





RECENT FIDUCIARY DECISIONS 


spouse objects—and she made such ob- 
jection. How should the charitable be- 
quests be abated? 


HELD: The bequest of specific securi- 
ties must be satisfied in full; the abate- 
ment falls on the other charity. 


DISTRIBUTION — Failure to Claim 
Property Bars Alien’s Inheritance 


California—Supreme Court 

Estate of Sorensen, 44 A.C. 333 (April 15, 

1955, annulling decision, abstracted in Feb. 

1955 issue). 

Sorensen died intestate in 1934. His 
only heirs were three sisters and a 
brother, all non-resident aliens. About 
15 years later bank accounts in his 
name were found amounting to some 
$1,150. Until notified of these facts by 
the public administrator, none of the 
heirs knew of Sorensen’s death or the 
existence of the bank accounts. The At- 
torney General of California claimed the 
property under Section 1026 of the Pro- 
bate Code, which fixes a limit of five 
years upon claim by a non-resident alien 
to a right of succession. 


HELD: The statute bars rights of 
non-resident alien heirs who do _ not 
comply with its provisions. Fact that 
there was no probate or other proceed- 
ing to effect distribution of the prop- 
erty nor any notice to the heirs of the 
existence of the property does not affect 
this result. 


EXPENSES — Taxes, Debts and Ad- 
ministration Expenses are Payable 
Out of Estate Before Residue is 
Established, Diminution to be Ap- 
portioned 


Massachusetts—Supreme Judicial Court 


McLaughlin v. Codman, 1955 A.S. 419; April 
8, 1955. 


Codman devised his estate to trustees 
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to pay the income to his daughter Dor- 
othea for life, remainder to her issue, 
and if she left no issue, to his heirs at 
law then determined. By a codicil he 
gave some real estate and $25,000 out- 
right to Dorothea. The codicil also pro- 
vided that his sister-in-law Margaretta 
should receive one-third of the income 
of such portion of the trust fund as he 
might inherit from either of two named 
persons (not received at the date of the 
codicil). Then he added, “By this clause 
I mean to leave to Margaretta only one- 
third of the income received by my 
estate, free and clear, from the principal 
received from those estates after the pay- 
ment of all such debts, demands, taxes 
and other claims chargeable to them.” 
The balance of the income was to go to 
Dorothea. 


These two inheritances comprised near- 
ly two-thirds of the total estate of 
$990,000. This addition increased the 
Federal estate tax from $47,000 to 
$222,000. If the taxes were apportioned 
on the basis of the respective portions 
of the estate one inheritance alone would 
carry $126,000 of the tax. The total 
charges against the estate for debts, ad- 
ministration expenses and State and 
Federal taxes amounted to $416,000. The 
probate judge ruled that the debts, ex- 
penses, and Massachusetis and Federal 
taxes were to be charged against the 
residuary trust as a whole. Margaretta 
appealed. 


HELD: Reversed. 1. In the portion of 
the will quoted above, by the words “free 
and clear,” the testator meant free and 
clear from taxes and o-.her claims against 
the inherited estates, and not taxes which 
would be imposed on his own estate. 


2. The Massachusetts inheritance 
taxes are not paid out of the residue, 


but must ultimately be charged to each 
beneficiary. 


3. The Federal taxes, claims, and 
charges of administration must be paid 
before the residue is established which 
is to be turned over to the trustee. The 
parts of the residue from which Dorothea 
and Margaretta respectively are to de- 
rive the income will be: diminished in 
amounts thereby in proportion to their 
respective interests. 


4. The contention of Margaretta that 
the interest she is to receive is in the 
nature of a specific legacy could not be 
sustained. Her interest was the income 
derived from a proportional part of the 
residue and was not a specific legacy. 


5. A new final decree was to be en- 
tered “declaring that the fund which is 
to be held in trust is the residue of the 
estate after the payment of debts, specific 
legacies, charges of administration, and 
that part of the Federal estate tax 
properly allocated to the probate estate.” 


INSURANCE — Life — Supplemental 
Agreement Invalid as Testamen- 
tary 


United States—Court of Appeals, 7th Circuit 


Wilhoit v. Peoples Life Insurance Co., 218 F 
2d 887. 


Upon Wilhoit’s death in 1930, insur- 
ance proceeds became payable to his 
wife as named beneficiary. The amount 
was paid to her and the policy surren- 
dered. By separate agreement the insur- 
ance company agreed to hold the pro- 
ceeds in trust subject to withdrawal on 
demand of Mrs. Wilhoit and to pay in- 
terest thereon. In the event of the death 
of Mrs. Wilhoit while any part of the 
trust fund remained in existence, the 
same was payable to Owens, her brother. 
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Owens died in 1932 leaving a will un. 
der which defendant received all his 
property. Mrs. Wilhoit died in 1951 
leaving a will under which the funds 
on deposit with the insurance company 
were specifically bequeathed to plaintiff, 
The company refused to recognize plain- 
tiff’s claim to the funds, and this suit 
was brought against the insurance com- 
pany and defendant who had asserted 
his claim. The insurance company paid 
the money into court. 


Defendant contended that the deposit 
agreement between Mrs. Wilhoit and the 
company was an insurance contract so 
that the rights of the parties had to be 
determined by the law of insurance and 
not by the statute of wills, and that 
Owens had been named successor bene- 
ficiary irrevocably without right to re. 
voke or change. On the other hand, 
plaintiff argued that the agreement be- 
tween the company and Mrs. Wilhoit 
was not an insurance contract but mere- 
ly a contract of deposit, and that the 
provision by which Owens was to take 
the funds in the event of her death was 
an invalid testamentary disposition. The 
District Court granted plaintiff’s motion 
for summary judgment. 


HELD: Affirmed. The defendant’s 
contention that the agreement was an 
insurance contract or an agreement 
supplemental thereto was without merit. 
The arrangement was an _ independent 
agreement unrelated to the terms of the 
policy. A valid inter vivos gift of the 
funds was never made to Owens, through 
whom defendant claims, since delivery 
of the property was never made. The 
disposition to Owens was ineffective be- 
cause of failure to comply with the 
statute of wills. 


—Reported by Indiana editor 


INVESTMENTS — Trustee Liable for 
Self-Dealing Although Loss Oc- 
curred After Discharge — Settle- 
ment Decree No Bar to Recovery 


Kentucky—Court of Appeals 

Hutchings v. Louisville Trust Co., 276 S.W. 2d 

461. 

When appellee became trustee in 1929, 
among the trust assets were participat- 
ing trust certificates of a trust which 
held all the stock of National Bank of 
Kentucky and of appellee. Shortly after- 
wards Banco Kentucky, a holding com- 
pany, was organized; the bank stocks 
were turned over to Banco Kentucky, 
and appellee, as trustee, and the other 
holders of the participating certificates 
received in exchange therefor shares of 
Banco Kentucky. A statute then in ef- 
fect prohibited the investment of trust 
funds in the securities of a corporation 
which had been in operation less than 
10 years. 


The life tenant died in November, 
1929, and in April, 1930, appellee dis- 
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tributed the trust estate to the remain- 
dermen, the shares of appellants to their 
guardian. In July, 1930, a judgment was 
entered in the Jefferson Circuit Court 
which discharged appellee as trustee and 
confirmed its settlement. All of the re- 
maindermen were before the Court and 
all, including appellants through their 
guardian, acquiesced in the settlement 
report. Some seven months thereafter 
Banco Kentucky failed and the stock be- 
came worthless. 


This action was commenced in 1944 to 
recover from appellee the loss resulting 
from the Banco stock, on the ground that 
in exchanging the participating certifi- 
cates it acted in its own interest at the 
expense of the trust. The lower court 
held that the petition did not state a 
cause of action, but its judgment was re- 
versed on appeal. On return of the case, 
appellee denied any breach of trust and 
set up as additional defenses: (1) that 
the loss occurred seven months after its 
settlement and that the guardian, not 
appellee, was responsible therefor; and 
(2) that the 1930 judgment was res 
judicata of all issues and could not be 
collaterally attacked. The lower court 
again rendered judgment for appellee. 


HELD: Judgment reversed with di- 
rection to enter judgment for appellants. 
Appellee was guilty of self-dealing in 
the exchange of the participating certifi- 
cates because the directors of appellee 
were seeking to promulgate a plan they 
thought would be advantageous to ap- 
pellee. Substitution of Banco Kentucky 
stock for the participating certificates 
represented more than the substitution 
of a corporate form, since Banco Ken- 
tucky had far more extensive corporate 
powers than those of appellee and Na- 
tional Bank of Kentucky, for which rea- 
son the statute requiring operation for 
10 years or more was applicable. The 
settlement of appellee showed the in- 
vestment of trust funds in Banco Ken- 
tucky stock, but did not show from this 
mere statement that there was anything 
illegal in such investment, for which 
reason the judgment of the Circuit Court 
did not preclude appellants from requir- 
ing appellee to account for its self- 
dealing, even though the loss did not 
happen within the time it was acting as 
trustee. 


With respect to the defense of limita- 
tions, which was not pleaded, but was 
taised by the Court, it was held that if 
limitations were not required to be 
pleaded, then such defense was available 
to sustain the judgment of the lower 
court on the first appeal and, therefore, 
must be deemed to have been passed on 
and become the law of the case. If limi- 
tations were required to be pleaded, then 
there was no such defense pleaded. 


NOTE: The Court does not attempt 
to deal with the obvious objection to its 
decision, as having the effect of permit- 
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ting a beneficiary with full control after 
distribution to retain an illegal invest- 
ment which he considers advantageous, 
with the right for an indefinite period 
to charge the trustee with any loss 
which may result, nor is there any at- 
tempt to define the period during which 
the trustee’s liability continues. There is 
also lacking in the opinion any reason- 
ing upon the basis of which to justify 
the charging of the trustee for a loss 
which occurred, not by reason of the 
making of the illegal investment, but by 
reason of its retention by another after 
distribution. 


LivinGc Trusts — Inter Vivos Trust 
Evidenced by Revoked Will 


California—District Court of Appeal 
Lail v. Lail, 132 A.C.A. 130 (April 5, 1955). 


Decedent Jasper Lail, Sr. owned a 
2,960 acre ranch in Texas, including Sec- 
tion 151. A son, defendant Robert L. 
Lail, had for many years assisted his 
father in his business affairs and had 
advanced part of the money to purchase 
Section 151. In 1936 decedent executed 
a will in which he gave the north half 
of Section 151 to Robert because in 
reality he “owns the property and the 
title of same merely in my name in trust 
for my use during my life.” In January 
1950 decedent executed another will re- 
voking all former wills and making no 
mention of the declaration in the 1936 
will. Various facts are referred to in 
the court’s opinion which are considered 
confirmatory of the trust. Another son 
contended the property was part of the 
estate. 


HELD: A trust was sufficiently de- 
clared and evidenced. The revocation by 


the 1950 will of the 1936 will did not. 
revoke the trust declared in the latter. 


LIVING TRUSTS— Remainders Vested. 
at Death of Donor Rather Than 
at Creation of Trust or Death of 
Life Tenant 

Massachusetts—Supreme Judicial Court 

Old Colony Trust Co. v. Clemons, 1955 A.S.. 

465, April 22, 1955. 

Trust instrument, which was revocable: 
and amendable by the donor, gave the 
income to the donor’s wife for life. After: 
her death the trustee was to “pay over, 
free and clear of all trusts, the principal 
sum of said trust estate to my niece and 
nephews in equal portions, share and 
share alike, and to the issue of any de-- 
ceased niece or nephew by right of repre- 
sentation.” 


When the trust was created in 1923. 
the donor had 14 nephews and nieces. At 
his death in 1934 there were 13 and no 
issue of any deceased nephew or niece. 
On the death of the donor’s wife in 1953. 
there were living 7 nephews and nieces, 
and issue of three deceased nephews and 
nieces. 


HELD: The fund should be divided 
in 13 equal parts, to go to the 13 
nephews and nieces living at the donor’s 
death, the shares of any who died after 
that date to go to their estates. The in- 
strument had many of the characteristics 
of a will and should be interpreted ac- 
cording to the rules governing wills. In 
view of the reserved power to revoke or 
amend it seemed clear that the donor 
did not intend the interests to vest at the 
date of the instrument. 


As between the date of his death and 


that of his widow, the law favors the 
early vesting of remainders. Accordingly, 
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although the beneficiaries were not 
lineal descendants of the donor, the 
preferential rule should be applied, and 
the interests be deemed to have vested 
at the death of the donor. The fact that 
by the early vesting the shares of re- 
maindermen who had since died might 
go to persons not blood relatives of the 
donor might be a reason for doubting the 
wisdom of the rule for preferring early 
vesting, but not for denying the appli- 
cability of the rule in this case. 


Directions that upon the death of the 
life tenant the trustee is to “pay over” 
the trust fund are of slight value in 
fixing the time of vesting. 


(The donor died a resident of Florida, 
but it was assumed that the law of 
Massachusetts governed the interpreta- 
tion of the trust.) 


PERPETUITIES — Provision Permit- 
ting Continuation of Trust Beyond 
Present Period of Rule if Changed 
is Valid — Broad Powers Not Void 


Texas—Court of Civil Appeals 
Zweig v. Zweig, 275 S.W. 2d 201. 


The independent executrix of a will, 
which purported to establish a trust, 
brought suit for its construction, con- 
tending that the following paragraph of 
the will “was null and void because it 
was indefinite and uncertain and violated 
the rule against perpetuities”: 


“Said trustees and their successors in 
trust shall hold and administer such fund 
from the time when same comes into their 
hands and until twenty-one (21) years af- 
ter the death of the last of the trustees 
named, at which time the trustees then 
acting, may, if they elect to do so, and can 
legally do so, extend the time of such trust 
for a period of time within their discre- 
tion. (Italics present in opinion) ... 

“The main purpose of creating this trust 
fund is to provide for the making of loans 
out of same to aid those persons who are 
related by blood to (testator) and those 
who are descendants of (brother-in- 
TOW). ss 

“At the expiration of this trust and at 
the time when same is finally dissolved 
and wound up the trustees then acting 
shall divide and pay over one half of the 
trust fund then remaining between the 
kinspeople of (testator), who may be in 
need of same, to be decided by said trus- 
tees; and the other half of said fund then 
remaining shall be paid over by said trus- 
tees to such deserving Jewish charitable 
institutions as may then be selected by the 
trustees acting.” 


Texas law recognizes the rule against 
perpetuities which renders invalid any 
will or trust which attempts to create 
any estate or future interest which by 
possibility may not become vested within 
a life or lives in being at the time of the 
testator’s death and twenty-one years 
thereafter. 


HELD: The italicized phrase does not 
make the trust void, because under it 
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the rule against perpetuities cannot be 
violated; the phrase only becomes effec- 
tive if the rule against perpetuities is 
abrogated or superseded by another rule 
of law. A will may embody a specific part 
of the law as part of its terms. 


The broad discretion in the trustees, 
both as to whom loans shall be made and 
as to whom final distribution of the trust 
estate shall be made, does not make the 
trust void for uncertainty. The trustees 
must exercise these powers in good faith, 
but the Restatement of the Law of Trusts 
recognizes that such terms may validly be 
set forth in a trust. 


RENUNCIATION — Beneficiary May 
Renounce Interest in Trust 


New York—Surrogate’s Court, New York Co. 
Matter of Suter, N.Y.L.J., May 20, 1955. 


A son renounced all his interests un- 
der the will of his father for reasons 
which he described as “moral and politi- 
eal.” 


HELD: The renunciation is valid. One 
cannot be compelled to accept an estate. 
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REVOCATION & ‘TERMINATION — 
Trust Revocable Without Express 
Reservation of Power 


Indiana—Appellate Court 
Colbo v. Buyer, 125 N. E., 2d 724. 


Colbo and his daughter, the defendant, 
executed a written trust agreement 
which provided that Colbo would quit- 
claim real estate to defendant in trust 
for the said Colbo during the term of 
his natural life and in the event of his 
death the property was to be divided 
equally among Colbo’s four children. 
Contemporaneously with the execution 
of the trust agreement, Colbo delivered 
a quitclaim deed to the property to de- 
fendant which was recorded. Three 
years later Colbo revoked the trust 
agreement. Colbo died intestate, and two 
of his children brought an action against 
defendant, as trustee, to obtain, partition 
and to quiet their title in accordance 
with the trust agreement. Defendant 
filed a cross-complaint seeking to quiet 


her title to the real estate in question 
on the ground that she was the sole 
owner, the trust having been revoked. 


Plaintiffs contended that the , trust 
agreement created a vested title in the 
real estate in them, and that Colbo had 
no right to revoke or terminate the 
trust, relying on Burns’ 1951 Repl.- Sec, 
56-613, which provides that “Every 
power, beneficial or in trust, shall’ be 
irrevocable unless an authority to revoke 
it is reserved in the instrument creating 
the same.” The defendant, on the other 
hand, contended that the burden of proof 
was on plaintiffs to establish that the 
trust was irrevocable, and that they 
failed to sustain the burden since ‘he 
trust agreement and the surrounding 
circumstances showed it was only a tem- 
porary trust. Judgment was rendered 
against plaintiffs on their complaint and 
for defendant on her cross-complaint. 


HELD: Affirmed. Exceptions to the 
rigid rule expressed in the statute relied 
on by plaintiffs and the right to revoke 
a trust without express power of revo- 
cation have been recognized by the cases, 
A party taking a benefit under a volun- 
tary settlement or gift has thrown upon 
him the burden of proving that there 
was a distinct intention on the part of 
the donor to make the gift irrevocable. 
It was significant that the trust agree- 
ment by which the alleged beneficial in- 
terests of plaintiffs were created did not 
use the words “upon the death of John 
H. Colbo” the trustee was to convey to 
plaintiffs. The words used were “in the 
event of the death of John H. Colbo.” 
These words indicate that the settlor 
intended the trust to be limited in point 
of time. Parol evidence was also proper- 
ly admitted to show that the settlor in- 
tended that the trust was for his own 
benefit, that it was temporary, and that 
he could revoke it at any time. 


SPousE’s RiGHts — Agreement Did 
Not Affect Right to Take by Will 


California—District Court of Appeal 


Estate of Buchman, 132 A.C.A. 92 (April 1, 

1955). 

Harry and Claire Buchman were mar- 
ried November 7, 1949. Difficulties arose 
between them early in 1951, and in 4 
draft of a will prepared in June 1951, 
but apparently not signed, Claire was 
expressly omitted. On June 29, 1951, 
Harry executed the will which was ad- 
mitted to probate. This will gave Claire 
one-fourth of his residuary estate, the 
other three-fourths to his brother, Ham- 
lin. On July 2, 1951 Harry and Claire 
separated, and on August 2, 1951 entered 
into a property settlement agreement, 
effect of which was that each relin- 
quished all rights in the other’s estate 
and to act as personal representative, § 
etc. Hamlin appealed from an order for § 


TRUSTS AND ESTATES 








stion 


partial distribution awarding Claire one- 























deprived without her consent. The court 
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tono other construction.” Here, though, 
t Did the testator’s will did, by some provisions, 
Will fitispose of his wife’s interest in some 
” items of community property. The result 
; ls that an election is required as _ to 
April 1, Bvhether or not the widow will take under 
te will, but particular provisions of 
2 mar- 


atator’s will which dispose merely of 
| arose His own interest in property do not af- 
1 in @ Bet his wife’s interest in such property 
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The coun.y judge set the fair market 
value at $140 per share. 


HELD: Affirmed. Fair market value 
is what property would bring on a fair 
sale when sold by a willing seller not 
obliged to sell to a willing buyer not 
obliged to buy. Actual sales of stock, 
when in close proximity to the death of 
the testator, are controlling. However, 
sales made to a corporation of its own 
shares are not conclusive where the 
corporation is the only prospective pur- 
chaser. 


Where data are available a determina- 
tion of the value of stock in a close 
corporation may be made by a compari- 
son with the value of stock of a corpora- 
tion engaged in the same line of business 
having its shares on the open market. 
Factors which may be considered in 
the comparison are: selling price, book 
value, average net income per share, 
average cash dividends paid per share, 
and aggregate sales. Consideration may 
also be given to factors which will affect 
future earnings of the _ corporation. 
Equal weight need not be accorded all 
of the factors, and the trial judge may 
fix the value at any amount ranging be- 
tween. the high and low values offered 
by the expert witnesses. 


Agreements restricting sale of shares - 


of stock may be considered in determin- 
ing the value of the stock. But the effect 
of such agreements in depressing market 
value is too nebulous to afford by itself 
an accurate guide for the trial court. 








Drafting Contest Winners 


Named 


Winners in the eighth annual Will 
and Trust Drafting Contest sponsored 
by American Trust Co. of Charlotte 
among students from the law schools of 
Duke University and University of North 
Carolina have been announced. They are: 
(first) S. I. Halberstadter of Duke; 
(second) David Shapiro of Duke; 
(others) Forrest E. Campbell and C. W. 
Vickers for Duke, and Robert C. Vaughn, 
Jr. and John G. Dortch for North Caro- 
lina. Judges were Charlotte attorneys 
Bruce Gebhardt, Frank McCleneghan and 
Maurice Weinstein. Shown above are (I. 
to r.) Mr. Gebhardt, J. B. Bostick, vice 
president and trust officer, and Mr. Wein- 
stein. 
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Book value does not establish the min- 
imum figure at which the value of stock 
may be set. Though that is the amount 
that would be received in the event the 
corporation were liquidated where, as 
in this case, the owner of the shares 
has only a minority interest in the cor- 
poration, he is in no position to force a 
liquidation. Furthermore, liquidation is 
not always to the best interest of share- 
holders. 


TAXATION — Estate & Inheritance 
— Direction as to Payment of Es- 
tate Tax Barred Proration 


California—District Court of Appeal 

Estate of McAuliffe, 132 A.C.A. 541 (April 21, 

1955). 

Will directed “that my Executor here- 
inafter named, shall pay all my funeral 
and last illness expenses as soon after 
my demise as may be convenient, and 
all Federal estate and State inheritance 
or estate taxes, it being my. direction 
that all expenses and taxes payable by 
reason of my demise, be paid by my 
estate and not chargeable to the benefi- 
ciaries.” 


The residue of the estate was given 
1% to a friend, % to each of two churches, 
and % to a trust for a cousin. The Fed- 
eral estate tax was in excess of $90,000. 
On this appeal, the question was whether 
testatrix intended that the Federal es- 
tate tax should be “equitably prorated 
among the persons interested in the 
estate” (Section 970, Cal. Probate Code). 


HELD: Order holding that the residu- 
ary beneficiaries should share in the 
estate after payment of taxes in the 
proportions stated above, affirmed. The 
placing of expenses and taxes in the 
same category is significant that testa- 
trix did not intend that taxes be pro- 
rated. 


TAXATION — Estate & Inheritance — 
Inheritance Tax on Specific Devise 
Not Charged to Residue in Absence 
of Clearly Expressed Intention — 
Right of Income Vests as of Time 
of Death 


Washington—Supreme Court 


In re Henderson’s Estate, 146 Wash. Dec. 374, 
281, P. 2d 857. 


Testatrix devised specific income real 
estate to her niece, Violet Nash, and be- 
queathed the remainder of her estate to 
others, “after payment of all of my 
just debts, taxes and costs of Admini- 
stration.” The Trial Court concluded 
(1) that the residue should be charged 
with payment of all inheritance taxes 
and (2) that during administration, 
Violet Nash should receive the net in- 
come of the property devised to her. 


HELD: Reversed in part. The state 
inheritance tax is a tax on the right to 


receive. A mere statement that the test- 





ator desires his taxes to be paid do pla 
not clearly express an_ intention tor 
charge his estate with taxes imposed jj 
law on the beneficiary. The Court ern 
in the conclusion that the inheritang ©" 
tax on the devise to Violet should jg ©” 


paid from the residue of the estate. pes 
w 
Under R. C. W. 11.04.250, real esta yo) 


and the right to receive the incond for, 
therefrom vest in the devisee as of tha 
date of the death of the decedent, sub! 
ject only to the trusteeship of the exec 
tor during the probate of the estate 
Violet was entitled to the net incom 
of the real estate from the time of dece 
dent’s death. 
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WILLs — Construction — Meani 
of “Heir” — Codicil Reduced F 
to Life Estate 


Kentucky—Court of Appeals 
Mitchell v. Mitchell, 276 S.W. 2d 470. E 
ness 
mer 
ons 
Mo1 
cou 
and 
tai 

“In case my daughter . . . leave ag Nec 
heir or heirs, they will receive all of my A 
possessions as bequeathed to my daugh},. — 
ter . . . In case of my daughter’s death 
leaving no heirs, I want my estate to 
be divided equally among my three sisterg V4 
and one niece...” tho 


Testatrix bequeathed to her daughter 
appellant, all of her property after the 
payment of debts and taxes, “to have 
hold, keep, and use, and dispose of ag 
her own, together with the rents, issueg 
and profits thereof.” A codicil provided: 


— 


lice 
use 


After the testatrix’ death a daughter 
was born to the appellant. The loweq WI 
court, regarding “heir” as used in 4 I 
colloquial sense meaning “child,” adj ’ 
judged that appellant had a life estatqd ‘ 
in the property with unlimited power of 
encroachment and that such property un 
disposed of during her lifetime would 
vest in her child. 


HELD: Affirmed. A disposition madq ,, 
by will should not be disturbed furtheg ;,,, 
than is absolutely necessary to give ef] 4), 
fect to the codicil. ma 


NOTE: The court does not examing 1% 
the possible interpretation of the unart dat 
fully phrased codicil as merely intended Wil 
to make povision in case the testatrix| da 
daughter predeceased her, nor is therg est 
any indication in the opinion that the ; 
will contained an alternative disposition the 
in the event that appellant predeceased : 
the testatrix. 


WILLs — Construction — Bequest 0 ap} 
Property Connected with _—s ‘ies 
Does Not Include Bank Account At 
of Sole Owner, Which Derive from 


cut 

Profits of Business of 
Arkansas—Supreme Court rec 

Shaw v. Shaw, 276 S.W. 2d 699. Str 


Percy A. Shaw many years ago & 
gaged as sole owner in a successful bus! 
ness under the firm name of Shaw G 
& Plumbing Co. He had an establish?" 
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place of business under the name men- 
tioned, and had an employee to keep not 
only strictly business records but indi- 
vidual records for himself. When any 


7 considerable amount of money was ac- 
' cumulated by the business over and above 
7 that necessary for operating expenses he 


would invest in certain securities and 
would place some of the money in dif- 
ferent banks in his own name, some in 
checking accounts and some in savings 
accounts. 


Shaw bequeathed all of the personal 
property of the plumbing business in 
equal shares to his wife and his two 
daughters by a former marriage. He 
further bequeathed all personal property 
not connected with the business to one 
of the daughters. In this suit to deter- 
mine what properties belong to the two 
categories 


HELD: money withdrawn from busi- 
ness and set aside for personal enjoy- 
ment and security of the testator was no 
longer connected with the _ business. 
Money withdrawn from a savings ac- 
count carried under Shaw’s own name 
and added to the business account main- 
tained under the firm name was con- 
nected with the business. 


A jeep purchased with business funds, 
licenses paid with business funds and 
used to some extent in the business, 
was connected with the business even 
though registered in the name of Shaw. 


WILLS — Probate — Assistance of 
Beneficiary’s Friends in Drafting 
Will Did Not Raise Presumption 
of Undue Influence 

f 


Oregon—Supreme Court 
Clauder v. Morser, 282 P. 2d 352. 


Sophie Fredricks died on July 14, 1952, 
laving an estate valued at approxi- 
4 mately $5,000. She was a native of Aus- 
tria and could neither read nor write 
and executed all documents with her 
mark. She executed a will on June 3, 
1952, leaving all of her estate to her 
daughter, Marie E. Morser. An earlier 
will dated December 14, 1949, left her 
daughter $1.00 and the residue of her 
estate to her brother, Joseph Clauder. 


d 


The deceased was 79 years of age at 
the time of her death and died in a 
‘Sanitarium, There was considerable fric- 
tion between Joseph and Marie, which 
had persisted since 1949, each of whom 
apparently was very much interested in 
receiving the property of the deceased. 
At different times the deceased had ex- 
cuted deeds to her real property to each 
of them and later had demanded and 
received deeds in return. Joseph was in- 
stumental in having the will in his 
favor. The last will was executed at the 
s#ONtinued insistence of the deceased but 
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Procured the assistance of friends in the 
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drafting of the will by reason of the 
absence from the city of Mrs. Fredrick’s 
usual attorney. The trial court held that 
the 1952 will was valid, that the testa- 
trix had the mental capacity to make a 
will at such time and that there was no 
undue influence or fraud exercised in the 
making of such a will. 


HELD: Affirmed. Decedent had suffi- 
cient testamentary capacity “at the time 
she executed the will.” The will was read 
to the testatrix twice by one of the 
attesting witnesses. Although the use 
of friends or an attorney of a benefici- 
ary gives rise to a presumption of undue 
influence, an exception exists in this case 
by reason of the fact that the beneficiary 
in any event was the sole heir of the 
decedent; that the drawing of the will 
was done at the repeated request of 
the testatrix and that there did not 
appear to be any undue influence as 
found by the trial court. 


WILLs — Construction — Where Fu- 
ture Limitation is “To A or His 
Issue,” It Does Not Vest In A 
Unless He Survives ALL Preceding 
Interests 


Massachusetts—Supreme Judicial Court 


Old Colony Trust Company v. Barker, 1955 


A.S. 461; April 22, 1955. 

The will created a trust for the testa- 
tor’s wife. After her death the trustee 
was directed “to pay over to my kins- 
man, Frank H. Towle — or in case of his 
death to his issue by right of represen- 
tation, the sum of $10,000.” The testator 
died in 1923, and his widow in 1952. 
Towle died in 1940, leaving four chil- 
dren, all living. The question was whether 
the bequest went to Towle’s executor 
because he survived the testator or to 


his issue because he died before the life 
tenant. 


HELD: The bequest went to the chil- 
dren. In a future limitation or remainder 
the use of the alternative, as “to A or 
his issue,” requires that A survive all 
preceding interests, and it does not vest 
in him so as to go to his estate unless 
he does so survive. Hence as he did not 
survive the life tenant the bequest went 
to his issue. 


WILLs — Probate — Attesting Wit- 
ness’ Recollection May Be Re- 
freshed 


Kansas—Supreme Court 
Amerine v. Amerine, 177 Kansas 481. 


One of the attesting witnesses testified 
that he had no recollection of signing the 
will. Evidence was admitted from other 
sources to clarify the fact that it was his 
signature on the will. The other attesting 
witness stated that it was signed in the 
presence of the witnesses and that the 
witnesses signed in the presence of each 
other. In the proceedings in the District 
Court the opponents demurred to the evi- 
dence which the Court overruled and the 
opponents then stated they had no evi- 
dence to offer as to the probate of the 
will or as to the competency of the 
testator. Thereafter the District Court 
entered judgment that the will be ad- 
mitted to probate. 


HELD: Affirmed. While the general 
rule is that a party may not impeach his 
own witness, it is not applicable to a 
witness whose testimony is compelled by 
statutory provisions. In any event the 
rule that a party may not impeach his 
own witness does not mean that, if the 
first witness testified to a certain fact, 
a later witness is barred from testifying 
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to the contrary on any theory the latter 
witness is impeaching the first. 


Where an attesting and subscribing 
witness to a will testifies he had no recol.- 
lection of the execution of the will and 
does not know whether or not his name 
as it appears signed to the attestation 
clause is his signature, the testimony of 
other witnesses as to his signature is not 
an impeachment of the attesting and sub- 
scribing witness. 


WILLS — PROBATE — Unsigned, Un- 
dated Document Upheld as Holo- 
graphic Will When Executed With 
Testamentary Intent 

‘Tennessee—Court of Appeals 
(Western Section) 
Nicely v. Nicely, 276 S.W. 2d 497. 


After the death of testatrix a docu- 
ment was found among her deeds and 
valuable papers which was offered for 
probate as her will. It was written en- 
tirely in her handwriting, but was un- 
dated and unsigned. It consisted of two 
separate pages of notebook paper, and 
was written partly in lead pencil and 
partly with an indelible pencil. The name 
of testatrix, written in her handwriting, 
appeared in the body of the document. 
The two pages were written with con- 
tinuity of language, and contained a 
complete disposition of testatrix’ prop- 
erty. No executor was appointed in the 
document. In a will contest, declarations 
of testatrix were introduced, to the effect 
that she had made a will which disposed 
of the property in the manner provided 
in the document offered for probate. A 
jury verdict sustaining the document as 
a valid holographic will was approved 
by the trial court. 


HELD: Affirmed. There was evidence 
showing that testatrix had actually 
made a will, and the document offered 
as a will appears to have been executed 
with testamentary intent. It is not ne- 
cessary under the Uniform Wills Act 
that a holographic will be subscribed or 
dated, as long as the material provisions 
are in the handwriting of the testator 
and his signature appears in the body 
of the document. Nor is it necessary 
that an executor be named in the will. 
Consequently there was ample evidence 
to support the verdict of the jury. 


WILLs — Probate — Holographic 
Codicil Validates Defective Will by 
Incorporation 


Oklahoma—Supreme Court 
Johnson v. Johnson, 270 P. 2d 928. 


The will was denied probate in the 
lower courts. This instrument was partly 
typewritten and partly in the handwrit- 
ing of the testator, and was all on one 
side of a sheet of paper. The typewritten 
portion disposed of property in ap- 
propriate testamentary language, but it 
was undated, unsigned, and bore no at- 
testation clause. At the end of the type- 
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written portion there appeared the fol- 
lowing words in testator’s handwriting: 


“To my brother James I give ten dol- 
lars only. This will shall be complete un- 
less hereafter altered, changed or rewrit- 
ten. 


“Witness my hand this April 6, 1947. 
Easter Sunday, 2:30 P.M. 


“D. G. Johnson 
“Dexter G. Johnson” 


There was testimony in the lower court, 
objected to, that testator had discussed 


a will with two persons, and had shown 
the typewritten portion to one of them, 
stating that he desired the latter to wit. | 
ness it, which was not done. Said witness | 
also testified that on being asked late : 
about his will, testator stated that he had | 
changed his will by codicil and did not’ 
need to have it witnessed. 


HELD: The handwritten portion con. 
stituted a valid codicil, which incor. 
porated the defective typewritten will by 
reference and published and validated 
the same as of the date of the codicil. 
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Purse Company _ 531 
Appraisers & Auctioneers 
American Appraisal Co. 49] 
Parke-Bernet Galleries 
Coin Appraisers & Buyers 
Stack’s 547 
Corporation & Financial Notices 
Celanese Corporation of America __506 
Cities Service Co. - 515 
Columbia Gas System, Inc. 506 
International Business Machines 
RRS 507 
International Minerals & Chemical 
Corp. 507 
International Shoe Co. 508 
Kennecott Copper Corp. —__-_-___ 506 
Middle South Utilities, Inc. 507 
National Cylinder Gas Co. 508 
Pullman Incorporated 508 
Safeway Stores, Inc. 506 
Texas Gulf Sulphur Co. 506 
DOSS TOMMBOS Wah 507 
United Fruit Co. 507 
United States Steel Corp., 
Second Cover 
Yale & Towne Manufacturing Co. __506 
Heir Tracers 
Tracers Company of America 
Help Wanted 
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535 
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J. D. Marsh, Associates 
Insurance 
Connecticut General Life Insurance 
Co. - Fourth Cover | 
Home Insurance Co. 477 
Investment 
Carl M. Loeb, Rhoades & Co. _____.. 500 
Hugh W. Long & Co., Ine. __ 509 
Lord, Abbett & Co. 
R. W. Pressprich & Co. 514 
L. F. Rothschild & Co. 503 
Scudder, Stevens & Clark 
Wellington Fund, Inc. 507 
Publishers, Topical Law Reports 
Commerce Clearing House, Inc. 487 











TRUSTS AND ESTA 





